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PREFACE TO THE THIRD EDITION.

THE present edition of the Problems of To-Day con-

tains three new papers, which I have placed together

and called Part II. As each of these papers was originally

prepared for a special occasion, and as they deal with re-

lated topics, a certain amount of repetition was inevitable.

I have, however, made no effort to remedy this, because

I regard it as an advantage, in a popular economic work

like the present. My experience as a teacher and a writer

shows me that it is necessary to come back, again and again,

to simple principles, and view them from many standpoints,

before they can be fully grasped by those who are not trained

economists.
RICHARD T. ELY.

Johns Hopkins University,

Baltimore, January, 1890.



PREFACE.

THE present work consists of a series of papers written

originally for the Baltimore Sun, and only slightly re-

vised and enlarged for republication. ^Vhen I began my

articles for the Sun I had no thought of gathering them

together in book-form, and it is only after long hesitation

that in response to requests from many people in diflferent

parts of the country I have consented to do so. Did I have

sufficient time to subject the articles to a thorough revision,

there would be less cause for my hesitation, but I have not

the requisite time at present.

Every one knows the conditions under which articles are

written for a popular newspaper. They must appeal to " all

sorts and conditions of men," to the bank president and

merchant prince as well as to the artisan, to the mechanic,

and to the unskilled day-laborer.

The space to which one is entitled limits the length of

an article quite as much as the nature of the subject. An

occurrence like the death of the late German Emperor,

having no possible connection with the topics discussed in

this volume, will nevertheless cut short a newspaper article

on tariffs or monopolies. The chapters in this book, then,

are not so rounded out and complete as they would have
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been if originally intended for publication in book-form.

On the other hand, I have been advised that there is a

certain advantage in the form which these papers have

taken, and that it would be of doubtful utility to rewrite

them.

Some of my learned friends may think that a imiversity

professor ought not to write anything quite so popular in

form and style as this work. Perhaps they wiU say that I

ought to have placed over these remarks the title "An

Apology." It seems to me, however, that this implies a

mistaken \iew of the functions of om- higher institutions of

learning, for I beUeve that to an ever-increasing extent they

ought to assume a democratic character, to attempt more

than ever before to elevate the masses, and to guide and

direct their thought. I believe, moreover, that such ex-

perience as we have warrants us in thinking that this sort

of effort will react on these institutions themselves and im-

prove them in many respects. The only air congenial to

the highest intellectual Ufe is true democracy— which is the

same thing as true aristocracy.

However, I will frankly confess what finally decided me

to pubUsh these papers in book-form, for in so doing, I shall

best explain my purpose. On one day I received letters

from three college presidents, each of whom spoke of my

Sun articles in the most gratifying terms. On another day

I learned that nearly all the employes of one of the largest

corporations in Baltimore read the articles as they appeared,

and invariably discussed them during their dinner-hour.
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When I was further informed that, inconvenient as news-

papers are for such purposes, the articles were being used

in two college class-rooms, I felt warranted in republishing

the articles even without a thorough-going revision.

My thanks are due to the Baltimore Sun for consenting

to the present use of these articles.

RICHARD T. ELY.
Johns Hopkins University,

Baltimore, May, 1888.
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PROBLEMS OF TO-DAY.

CHAPTER I.

INTRODUCTORY.

I
HAVE been asked to write a series of articles on various

problems of the day, some of them relating to national

life, others to state affairs and still others to our own city.

It gives me pleasure to comply with this request.

It is well that the reader should at once understand the

character of this proposed series of articles, of which the

present is the opening one. First, then, it must be borne

in mind that an exhaustive treatment of the subjects dis-

cussed cannot be expected ; that such a treatment is not

contemplated, for the topics are too large to admit of it even

with the generous Umits allowed me by The Sun. I intend

rather to elucidate certain elementary principles in the sim-

plest language at my command, and to make a few sugges-

tions in regard to such questions as the nature of commerce,

the balance of trade theory, the policy of protection, its con-

nection with monopoly and its bearing on the welfare of

labor, the treasury surplus, taxation in state and city, and

natural monopolies. I shall not play the part of an advo-

cate and say certain things merely because they are calcu-

lated to produce an effect or annoy an adherent of opposing

views ; rather, I shall endeavor to help my readers to get at
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the truth about many vexed questions which are much ob-

scured by partisan controversy. Few statistics will be used,

because statistics both as a science and an art is still in an

unsatisfactory condition, and the data it furnishes are largely

unreliable ; further, because " nothing lies like figures "—
in other words, it requires a trained mind to pass judgment

on statistical arguments, and it is very easy, by a sort o/

hocus pocus, to maV; statistics prove whatever yo" please.

It is particularly easy to prove what you please, with

statistics in respect to international trade, for our statistical

knowledge is at present so imperfect, that it gives us com-

paratively little assistance in discussions concerning the con-

sequences of restrictions on the movements of commerce

or of the removal of such restrictions. Statistical informa-

tion is of more value than anything else even now in discus-

sions on some topics of the day, like municipal public works
;

but they are not usually so complicated and so many classes

of facts are not involved. It may be on this account that

those political economists who have begun their serious

studies with an examination of the principles and practices

of protectionism, or who have been led to devote themselves

to poHtical economy on account of their interest in contro-

versies respecting free trade and protection, have often re-

pudiated altogether the statistical and historical method in

practical economy, and have cultivated exclusively abstract

and deductive reasoning. They have thus fallen into gross

error in other fields of political economy than commerce,
and have brought discredit upon their science. While de-

ductive reasoning seems especially applicable to the subject

of international trade, and while statistics are imperfect and
must be used with caution, every aid which statistics can
give must be warmly welcomed.

Let us take as an example of fallacies in statistics one
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which has carried great weight with it. I refer to the argu-

ment about our increase in wealth and its connection with a

protective tariff, in Mr. James G. Blaine's celebrated letter

in which he accepted the nomination to the presidency of

the United States. Mr. Blaine states that the wealth of the

United States in i860 amounted to ^14,000,000,000; that

"after i860 the business of the country was encouraged

and developed by a protective tariff," dod that at the end

of twenty years the valuation of our propeiity had increased

to the enormous aggregate of ^44,000,000,000. An Eng-

lishman, however, immediately comes forward with a state-

ment to show that there has been an equally marvellous

increase in national wealth in his country since 1846, when

free-trade principles were introduced, and he attributes

this prosperity to the policy of free trade. Both are wrong,

though their arguments are plausible. While I was walking

down Baltimore Street yesterday, a merchant sold ten thou-

sand dollars' worth of goods. The two events happened

together, but was one the cause of the other? Manifestly

you want some other proof than the fact that the two events

were contemporaneous. It is equally necessary to ask, both

in the case of Great Britain and the United States, what

other forces besides tariff laws were at work to increase the

wealth of each nation, and merely to ask this question

shows that these laws, whether wise or unwise, after all

played only a minor role. The opening up of new terri-

tories, the improved means of communication and transpor-

tation, the further application of steam to industry, a host

of new inventions and discoveries, accompanied by a popu-

lation rapidly growing in numbers and increasing in intelli-

gence and skill,— these evidently are the main causes of the

augmented national wealth of the United States; and

whether the doctrine of protection is true or false, the tariff,
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after all, was only one factor, and a minor one at that. But

let us examine this statistical argument more at length.

Forty-four billions ! That is truly an enormous sum, but

how much of that have you, my reader? Have you more

than you want? How many of us, in fact, have enough to

satisfy our rational wants ? How many of us could advan-

tageously expend more than we have in food, clothing, im-

proved dwellings, books, music, travel, wholesome recrea-

tion ? Certainly most people in my circle of acquaintance ;

and the question may well be raised whether what we have

as a nation is desirably distributed, and whether certain

alarming tendencies to concentration of wealth and monop-

oly in business are wholly unconnected with our tariff legis-

lation. Many more similar questions are pertinent, but they

will not be raised in this place. It is hoped that what has

been said will suffice to show the necessity of caution in

the acceptance of alleged statistical proof. Statistics are

useful, and the formation of an International Statistical In-

stitute to improve statistics, both as a science and an art, is

to be hailed with unqualified satisfaction, but the place of

figures in a series of papers like this is limited. It is pro-

posed rather to base what is said on facts which can be

observed by everybody, and on principles of common sense

and well-attested experience.

The subject of national revenue is the first to occupy our

attention, because nearly all national problems involve

sooner or later questions of national finance. There are

various sources of revenue, as land, productive enterprises,

loans and taxation, and some local and central governments

defray a large portion of their expenditures by profits on

certain lines of business entrusted to them. Berlin, for ex-

ample, meets more than eighteen per cent, of its expenses

from the net revenues of its gas-works, although gas is sold
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below one dollar a thousand ; the profits on state railways in

the various German states more than covpr the interest charges

on their public debts, and four of the German states,— Baden,

Bavaria, Prussia, and Saxony,— provide for over half their

budgets by returns on enterprises of one kind and another.

Richmond, Virginia, and a few other American cities derive

profits from gas-works. The revenues of the gas-works of

Philadelphia, for example, amounted to nearly three millions

of dollars in 1887, out of a total municipal income of $11,-

584,255.71. Our federal government, however, is almost

exclusively dependent upon taxes. But it must be remem-

bered that taxes are of two kinds, direct and indirect, the

former on property and income, the latter on commodities.

The taxes imposed upon us by the federal government are,

however, exclusively indirect taxes. We have then to ask

this question— What are the peculiar features of indirect

taxation in general, and what special characteristics pertain

to indirect taxation in the United States? An attempt will

be made to answer this question in the following chapter.
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DIRECT AND INDIRECT TAXATION CONTRASTED.^

INDIRECT taxes are chiefly taxes on commodities ; in

other words, taxes on what we eat and wear and con-

sume in other ways, or on raw materials and implements

used in manufacturing goods for purpose's of consumption.

They are called indirect taxes because they are usually paid

in the first instance by one person and shifted by him to

another. The importer of salt, sugar, and coal, pays taxes

on these commodities when they enter the territory of the

United States, adds them to the price of his commodities,

sells them to some one else, perhaps a wholesale dealer, who
in turn disposes of them to a retailer, having added the tax

and a profit on the money which he advanced in payment

of the tax. The retailer finally sells them to you and me,

but by this time the tax has been turned over several times

and has grown like a snowball rolling down hill. To the

retailer the tax has become an indistinguishable part of the

price which he pays, and on which he must derive a profit

from us, the consumers. Thus indirect taxes roll up, and

roll up every time one person shifts them upon another,

until finally the augmented burden rests upon the shoulder

of the taxpayer. An indirect tax is thus a tax which vio-

1 A large part of this chapter has been printed in my " Taxation in

American States and Cities." The difference, however, between this

chapter and the one bearing a similar title in the other book, is too

great to allow me to call it simply a quotation.
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lates one of the celebrated four canons of taxation, for it

takes from the pockets of the taxpayer far more than it puts

into the pubUc treasury. It is a wasteful kind of taxation.

This is not mere theory. It is a fact of which any one can

satisfy himself by conversation with intelligent merchants who
understand the operations in which they are engaged.

INDIRECT TAXES VIOLATE THE PRINCIPLE OF EQUALrTY.

Another accepted canon of taxation is that its amount

should be measured in each case by ability or the revenue

which a citizen of the commonwealth enjoys. This is

what is called equality of taxation. Government should

exact equality of sacrifice of us all. An income tax

honestly assessed and honestly collected, meets the re-

quirements of this canon. How does the case stand with

indirect taxation? This is taxation of consumption; but

does consumption of taxed commodities vary with income ?

We import .salt and tax it nearly fifty per cent, of its value.

Does the rich man consume more salt than the poor man?
Do you increase the amount of salt in your soup with an

improvement in your financial condition? It is said that,

on the contrary, the amount of salt consumed by the poor

man is greater than that consumed by the rich man, because

the latter uses other condiments, while salt is often the only

seasoning the former enjoys. We have in a tax like this

what is called a regressive tax, a tax which increases as

income decreases— the worst kind of a tax and the most

unjust. The tax on sugar is over seventy-five per cent, on

value, and from it a large part of our revenue is derived.

It is similar in principle, although there is a difference in

rates according to value of sugar, so that higher grades pay

more, and it is true that people of large means consume
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more than poor people. But the difference in rate and in

quantities consumed by no means corresponds to differences

in incomes. It may be doubted whether a man with ten

thousand a year consumes less than one with fifteen thou-

sand, and he certainly does not consume an inferior quahty

of sugar. A man with two hundred thousand a year will

not consume twenty times as much as one with two thou-

sand a year, much less will he consume one hundred times

as much. Here we still have the regressive tax. But take

even taxes on imported silks, which yield fifteen millions a

year, and appear to be among the fairest of indirect taxes.

The rate is almost fifty per cent. Silk can hardly be called

an article of superfluous luxury at the present time, and a

lawj'er who supports a family on three thousand a year is

taxed out of all proportion higher than the plutocrat whose

income is three hundred thousand dollars. It is needless to

continue illustrations. With the progress of democratic

thought, the idea of progressive taxation meets— rightly or

wrongly, that need not be discussed here— with increasing

favor, and some of the states where the principles of democ-

racy are carried farther than anywhere else in the world,

the Swiss cantons, have recently introduced progressive

taxes on property and on income, but our federal govern-

ment relies wholly on a system of regressive taxation ! One
would think this in itself would be sufficient to check the

ardor of protectionists who are at the same time working-

men ; but this is by no means the whole story. Take up
any treatise on taxation and read the arguments in favor of

indirect taxation, and what is the first thing to attract your
attention ? It is, that with the present calls upon civilized gov-

ernments, and with the unwillingness of people to pay direct

taxes, and the resistance which men of means offer to high

direct taxes levied in proportion to income, it is practically
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impossible to maintain the modem government without

large contributions from people of limited resources, and

the only way to tax them is by indirect methods ; in other

words, mingling taxes with prices paid, so that goods can-

not be bought without paying taxes. It is, too, worthy of

notice that the English system of indirect taxation, which we

have inherited, originated in the corrupt reign of Charles II.,

about two hundred years ago. Then the burden of govern-

ment rested upon the land held by feudal tenure, but the

Parliament of Charles II., " by a majority of two only,

divested the landed gentry of all their feudal obUgations to

the crown without touching their pri\-ileges, and as compen-

sation to the state imposed an excise duty upon beer, spirits,

wine, tobacco, and numerous other articles. ... It marked

the dawn of our modem system of indirect taxation j and

the emancipation of the aristocracy from special burdens on

land thus accomplished, helped to alter the whole current of

our later fiscal history." These are the words of an Enghsh

writer on finance.

Perhaps one of the best tests of the true character of a

government is the nature of its system of taxation. If we

tum to Russia we shall find there taxes such as we might

naturally expect under a modem despotism. The Russian

budget for 1881 exhibits revenues of 118.75 millions of

rubles from the land and poll tax, and 19.26 miUions of

rubles from the taxes on business, and these are the only

direct taxes. The indirect taxes in Russia }ielded 376.59

miUions of rubles. It is to be noticed further that of the

118.75 millions from the land and poll taxes, about one-

half was the revenue of the poll tax— the most iniquitous

form of direct taxation.
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INDIRECT TAXATION AND PAUPERISM.

There is a connection between indirect taxation and jpau-

perism which is worthy of notice. All direct taxation places

a limit below which it will not go. This is too low in Mary-

land,— at any rate lower than elsewhere,— but even with us

a man must have at least a hundred dollars before he can

be taxed. Indirect taxation does not discriminate between

the last dollar of the poor widow and the dollar which is

only one in an income of a million. It raises prices, re-

duces the value of income, and forces some who are already

near the awful line of pauperism to cross it, and thus puts

to death higher aspirations in a class of citizens and lowers

the level of civilization. But the absurdity of the thing is

seen in this, that when the tax has destroyed the value of a

man as an industrial factor in the community, what has been

taken away is given back in alms !

INDIRECT TAXES OBSTRUCT TRADE AND FOSTER MONOPOLY.

The cost of collection of indirect taxes is high, and ne-

cessitates an army of spies and informers. They thus inter-

fere with liberty of movement and obstruct trade in a thou-

sand ways. Thus, again, indirect taxes take out and keep

out of the pockets of the people more than they yield to

the treasury of the state.^ Indirect taxes foster monopoly

and discourage the small producers. On account of indi-

rect taxes a larger amount of capital is required to enable

one to begin business than would otherwise be necessary,

while in the administration of indirect taxes there is almost

^ Statistics representing the cost of collecting direct and indirect

taxes may be found in my work, " Taxation in American States and

Cities."
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always something which favors the man producing' on a

vast scale. The federal government requires bonds from

producers of taxed commodities, and a poor man is not

always able to secure bondsmen. Federal taxes are paid in

stamps and discounts are given to those who purchase large

quantities at a time. Indirect federal taxation has concen-

trated or monopolized the production of the chief domestic

articles which it has touched : namely, matches, tobacco,

and intoxicating liquors. The monopolistic feature of in-

direct taxation varies very greatly in different times and dif-

ferent places, but in some form or another it almost in-

variably exists.

INDIRECr TAXES CONGENIAL TO DESPOTISM AND ARISTOCRACY.

Indirect taxes are imposed on people without creating so

much discontent as direct taxes and without causing so close

a scrutiny of the method in which the proceeds of taxation

are expended, because the mass of men do not realize that

they pay taxes every time they purchase dry goods or

groceries. They are an underhanded kind of taxation. It

is not, then, surprising that they are in the minds of many

identified with despotism and aristocracy, while there is a

growing opposition to them on the part of enlightened de-

mocracy— an opposition which undoubtedly goes too far at

times. In the United States it should be remembered that

while national revenues flow firom indirect taxes, state and

local governments are supported chiefly by direct taxation.

National revenues are about as large as the revenues of all

the states and all the local political units put together, so

that we pay less than one-half of our total expenses of

government by the proceeds of direct taxes, and over one-

half by the proceeds of indirect taxes. There would be



12 PROBLEMS OF TO-DAY.

great opposition to an extensive system of direct federal

taxes, because the face of the federal tax-gatherer in our

states is not a welcome sight. Of course he is now every-

where, but he keeps out of sight of most of us, and so we

do not realize it. A good deal of this feeling against direct

taxes has been properly called "puerile," and among a

people sufficiently moral, patriotic, and enlightened, indirect

taxation might perhaps be abolished. We must, however,

take people as we find them, and at present its total aboli-

tion is out of the question. Of course it is an undoubted

advantage to be able to pay one's taxes in small amounts

from time to time, when one buys a few pounds of sugar, a

little tobacco, or an article of clothing. Our indirect fed-

eral taxes are of two kinds, tariff duties and internal revenue

taxes ; the former laid on commodities imported into the

country, the latter on commodities produced within the

country. Now there is a peculiarity about the revenues

which flow from taxes on imported commodities, and that

is, that those taxes are in the United States not laid for the

sake of revenue, but for quite another purpose. The aim

of the tariff taxes is to render it more difficult to bring com-

modities into the United States, and thus either to remove

competition from those Americans engaged in the produc-

tion of commodities which some of us want to import, or

at any rate to serve as a breakwater, and to modify the

power of competition. The revenue which these taxes af-

ford is merely an incidental matter. The purpose of the

next chapter will be to consider certain peculiar features in

our financial situation caused by the fact that taxes are laid

on commodities for other than revenue purposes.

The following table, taken from Paul Leroy-Beaulieu's

"Traits de la Science des Finances," shows the amount of

indirect taxes raised in nine of the chief countries of Europe

in 1876 :
—
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Countries.



CHAPTER III.

REMARKS ON THE PRINCIPLES OF A SOUND
SYSTEM OF FEDERAL FINANCIERING.

THE principles which should control public expendi-

tures differ in marked manner from those which

should govern private expenditures, and the failure to rec-

ognize this fact explains many mistakes which have been

made in American financial history. It is not necessary in

this place to elaborate all' the differences between private

financiering and public financiering, but in any discussion

of current financial problems one.should be clearly grasped.

It is this : Private Expenditures should be governed by reve-

nues, while in the case of a public body it should first be

determined what one wants to spend, and then receipts

should be made to correspond to public needs. The pri-

vate man brings his receipts up to the highest point : in

other words, he endeavors to obtain as large a profit from

his business as possible, or to derive as large an income

from his occupation as circumstances will permit. After he

has found that his income is $500, Si,ooo or $5,000, as the

case may be, he then —7 and, if a prudent man, not before—
decides what he can spend. Unlike a private party, the

representatives of the people ought first to decide that it

is necessary to spend certain sums of money for the public

good, and then ask the people to provide the means, laying

taxes to meet expenses ; or, if part of the expenses are de-

frayed by profits on public works and revenues from other
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sources, laying taxes to meet the deficiency in receipts.

This is a well-tested principle of pubUc financiering. Strict

adherence to this principle brings order and harmony into

public accounts, while its violation produces confiision and

waste. It impUes that taxes are wholly, or to some consider-

able extent at least, laid for revenue purposes.^

AMien we begin an examination of our. federal finances, we

are struck by the disproportion between the needs of govern-

ment and the revenues for meeting these needs. Sometimes

the revenues are too large and sometimes too small, and

when it Ls noticed that they are apt to be plentifiil when

there is comparatively small call for expenditures, and dis-

tressingly small when our needs are large and urgent, it is

a not unnatural conclusion that there is a radical defect in

our financial system. Such is the case, and the defect is

the one mentioned, that taxes are not laid for revenue pur-

poses. When taxes are imposed upon a people to defray

the expenses of government, it will be ascertained what

those expenses properly are, and the rate of taxation will be

so adjusted as to raise enough money, neither more nor less.

This is the plan pursued by the mayor and common coun-

cil of Baltimore, and the tax rate is designed to vary, and to

be ^1.50, $1.60, or ^1.70, according to our actual needs. It

can readily be seen, however, that the moment one loses

sight of the object of taxation, which is revenue, and lays

taxes for other purposes, it would be surprising if revenue

should correspond with the need for revenue. That there

should be this correspondence implies not only that taxes

I
should be laid with a view to the probable revenue from

them, but that the system of taxation itself should be a

' This does not imply that no other purpose than revenue should be

associated with the financial system of a country. A part of the taxes

at least ought to be purely for revenue.



16 PROBLEMS OF TO-DAY.

flexible one in at least some of its essential points, so that

revenue may readily be lowered or raised without an acute

disturbance of business relations. The English government

finds flexibility in its income tax, which is raised or lowered

from year to year, according to estimated revenues from

other sources and estimated expenditures. If it is required

to raise large sums for the prosecution of a war, the proper

minister at once brings a bill into Parliament to raise the

rate of the income tax. Gladstone originally intended to

defray all the expenses of the Crimean War by taxation

without loans, and Parliament, with that end in view, raised

the income tax considerably. This tax involves no disturb-

ance of business relations, for it is not a tax on business or

property, and it requires much of those only who have much

to give. Thus, entirely apart from the fact that this method

makes the influential classes feel their responsibility for the

course of government, this English income tax, so far as it

goes, assures a condition of sound pubhc financiering. It is

not meant in this place, and at this time, to raise the question

of the desirability of an income tax. Even the fiiends of

an income tax are very properly inclined to regard it as

better adapted to state than federal purposes, but what is

said illustrates my point, namely, that it is necessary to es-

tablish a system of taxation which in some of its parts at

least shall be flexible. Now, it is manifest that our federal

government never has had a system of taxation which an-

swered the requirements of national financiering. Our

chief source of revenue has been taxes on imported com-

modities. When are these likely to yield large returns?

Manifestly during time of peace and prosperity. When are

they likely to yield little ? Manifestly during periods of for-

eign complications and wars. But it is during periods of

the first sort that we need little, and during periods of the
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second sort that we need much. Two periods in our his-

torj' are specially instructive on this point, and these are

the periods covered by the War of iSu and die late Ci\Tl

War. Mr. Gallatin was forced to rely upon loans during the

first war, and these could be placed only under conditions

disadvantageous to the public, because there was no ade-

quate basis for them in public revenues, for these consisted

of duties on imported commodities, and the war, which

called for increased expenditures, diminished imports. Mr.

Dallas, in 1814, said: "The plan of finance which was

predicated upon the theory of defraying the extraordinary

expenses of the war by successive loans, had already become

inoperative," and he ascribed the collapse " to the inade-

quacy of our system of taxation to form a foundation of

pubhc credit, and the absence from our sj-stem of the means

which are the best adapted to anticipate, collect, and dis-

tribute the pubhc revenue." Mr. Dallas uses the following

instructive words in his "Report on the Finances for

1815" : "It certainly fvimishes a lesson of practical poUcy

that there existed no system by which the iatemal resoiurces

of the country could be brought at once into action when

the resources of its external commerce became incompetent

to answer the exigencies of the time. The existence of such

a system would probably have invigorated the early move-

ments of the war, might have preser^'ed the pubhc credit

unimpaired, and would have rendered the pecuniary contri-

butions of the people more equal as well as more effective.

But owing to the want of such a sj-stem, a sudden and almost

exclusive resort to the pubhc credit was necessarily adopted

as the chief instrument of finance."

It seems scarcely necessar)- to remind my readers of the

results of the financial pohcy of the late war. Secretary

Chase, in his first report, in 1S61, estimated revenues from
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customs duties at ^57,000,000, and at the end of the firs*

quarter found it necessary to reduce the estimate to

^32,000,000. There existed no system "by which the

internal resources of the country could at once be brought

into action," and before this machinery could be created

and rendered effective, the war was nearly finished. The

result was a vast and demoralizing public debt, on part of

which it was necessary to pay twelve per cent, for money

received, and return ^100 in gold for ^50 lent to govern-

ment ; further, the creation in time of haste, confusion, and

dire need of a tax system, which may be called a mon-

strosity.

Our tax system now yields surplus revenue, and it is difii-

cult to reduce it because it is framed for the benefit of private

interests, and these resist its reduction. " The full realization

of self-government requires a delicate adjustment of budget-

ary machinery, but surplus revenue acts as a weight which

throws that machinery out of balance.'.' These words are

from H. C. Adamses^ Public Debts." (,as able a work on

finance as has ever appeared from the pen of an American.

Now it is not true that this surplus revenue could not be

advantageously expended. There are many uses to which it

could be put which would be highly beneficial. The con-

struction of proper coast defences is one ; the construction

of great artificial water-ways and the improvement of nat-

ural water-ways and harbors of really national importance

is another ; the purchase of the telegraph is a third. These

are given simply by way of illustration.

It is not pleasant to pay taxes, but it may be doubted if

the ordinary man invests any money which yields so large a

return as that which he pays in taxes, provided always that it

•s expended by honest and intelligent public officials. This

is often not appreciated because there is too general a fail-
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ure to recognize what is due to good government. But the

moment the machinerj' of government begins to move unsat-

isfactorily or to exhibit signs of breaking down, even the most

confirmed tax dodgers do not hesitate to utter cries of alarm

and indignation. Perhaps the anarchistic agitation has done

some good in calling attention to the importance of good

government. Mayor Latrobe, it occurs to me in this connec-

tion, made an excellent point in his recent address before

the West Baltimore Improvement Association. He admitted

the burden of taxation, but put the question, "Does any

one regret the issuing of a single loan made heretofore

for public improvements, such as the Gunpowder Water-

works, the new Cit\- HaU, Druid Hill, Patterson, and River-

side Parks, the opening of Cathedral and German streets?"

Certainly no one regrets these expenditures. It is doubt-

less true that the needs of the United States government

may in the future require enough more than now to con-

sume all our present annual surplus, for Secretar,- Fair-

child's report shows that the ordinarj" federal expenditures

increased over thirt)' millions from 1884 to 1SS7, yet it is

also true that in a matter hke this we ought not to proceed

faster than is warranted by the enhghtenment of pubUc opin-

ion. This should crystallize about a measure and demand it

before revenues for carrying it into effect are proWded. To

provide revenues before it is decided for what we need them

is putting the cart before the horse. The surplus revenue

could be usefully expended, but there is ever\- reason to fear

that it will iiot be. Rather than inaugurate any pubhc work

designed to benefit the entire pubhc, but which is not as yet

demanded by the pubUc, timid Congressmen are more likely

to grant money to clamorous private interests, with the idea

of wiiming their support Moreover, such a pubhc measure

as the appropriation of pubhc money for the remo\'al of
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illiteracy—one of the dangers to the republic— cannot be

discussed on its merits so long as an enormous surplus exists.

Its advocates are suspected of improper motives, very likely

of trying to get rid of the public money to bolster up war

taxation, and it failj to receive the fair, impartial discussion

which it deserves. The so-called " Blair Bill," which aims

to distribute seventy or eighty millions, more or less, among

the states for the promotion of education, and to base this

distribution on relative illiteracy in the various states, may

or may not be a proper bill. The character of this bill is not

involved in the present discussion. The proposed measure

simply illustrates the difficulties which attend even the dis-

cussion of any popular measure so long as our present

methods of financiering continue. Free traders are in too

many cases becoming fanatical in their opposition to any

government undertakings on account of their desire to

prevent expenditure of pubHc money, and thus by means

of an alarming surplus in the treasury to force tariif revision

upon the country. Protectionists, on the other hand, are too

inclined to become demagogues and to favor extravagant and

iniquitous expenditures, provided they are calculated to

" catch votes."

As it is seen that duties on imports are not satisfactory as

an exclusive source of federal revenues, and can only form

part of a system of federal taxation, the question arises : ^\'hat

have those to offer as a substitute who wish to aboUsh our

present internal revenue taxes ? Unless the revenue reformers

keep these various points in mind they are likely to be out-

witted. The ten per cent, tariff reduction of 1872 was

repealed in 1875 o" account of deficiency of revenues,

and if internal revenue taxes are abolished, and there is

nothing to take their place, every future fiscal emergency

will serve as an effective plea for a higher tariff. If we desire
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once for all to break with our high and compUcated tariff

system, to avoid financiering of such a nature as to produce

^^olent fluctuations in business affairs, and to bring business

down to a natmal basis, we must be prepared to maintain

and establish a system of taxation capable of meeting the

varying demands on the pubUc treasury.



CHAPTER IV.

THE NATURE AND PURPOSE OF COMMERCE.

THE design of our present tariff laws is to regulate com-

merce, and they are based on a certain theory re-

specting the nature and purpose of commerce. This fact

should be fully grasped, for no one is qualified to speak on

protection and free trade who has not clear ideas in regard

to the part which commerce plays in modern industrial life.

The free-trader finds favor with the mercantile community

because he looks upon an extension of commercial relations

with satisfaction, and thinks that restrictions and regulations

of commerce do more harm than good. When an ancient

French monarch called an opulent merchant to him and de-

sired his advice in regard to measures suitable for the exten-

sion of commerce, the merchant simply replied, " Laissez

faire," which, interpreted into plain English, means :
" Let

us, the merchants alone. We ask nothing more. AVe ask

no assistance. We only desire that you should not interfere

with us." It was then quite natural that an early American

free-trader— Condy Raguet— who, in 1829, published the

once well-known "Free-Trade Advocate and Journal of

Political Economy," should take as the motto of his periodi-

cal " Laissez nous faire." The protectionist on the other

hand, looks with distrust upon foreign commerce, for he

fancies that the interests of the home producer may thereby

be endangered. He therefore advocates restrictions upon
commerce that he may diminish its magnitude. Occasion-
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ally one is found who even wishes that a wall of fire sur-

rounded the United States, so that nothing might be im-

ported. Coupled with the apprehensions concerning the

home producer one frequentiy finds disparaging views con-

cerning the real utiUty of commerce. These are partly tra-

ditional, and are found from the earliest times to the pres-

ent. The ancient Persians held commerce to be a school

of lies. Cicero and the Roman philosophers despised com-

merce, Cicero going so far as to say a merchant could never

make anything unless he lied in the most atrocious manner.

St. Chrysostom believed it scarcely possible that a man
could be at the same time a Christian and a merchant.

There can, I think, scarcely be a doubt that the influence

of these old \-iews lingers on after commerce has changed

materially its nature. Commerce originated in robbery,

and in early ages it supplied chiefly articles of luxury.

The Phcenicians and Greeks were pirates before they were

merchants, and piracy played an important role in the de-

velopment of EngUsh commerce in the sixteenth century.

Nomadic people first robbed caravans, and only at a later

period became guides and protectors of them, and thus as-

sistants in the creation of a legitimate commerce. Piracy

and robber}- are no longer aids, but only enemies to com-

merce, which is as a rule now found on the side of law and

order.

An error of a diflferent sort is still unduly current. It is

that commerce is not productive. Benjamin Franklin said

there are three ways for a nation to acquire wealth :

'' The

first is by war. . . . This is robbery. The second by com-

merce, which is, generally, cheating. The third is by agri-

culture, the only honest way." The late Horace Greeley

used to lament in his Tribune the large number of mer-
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chants, and to hope that the time would come when ninety-

nine men out of a hundred would become real producers.

The truth is that the merchant is as truly a producer as

the farmer. The farmer creates no new matter. No one

can do that. He simply changes the position of things

;

puts things in fit places, and thus adds to their utility. He
drops the corn in the hill,— changes its place,— puts it in

the right place. He changes the position of earth, putting

it over the corn. The corn is acted upon by natural forces.

Certain elements in the earth, air, water change their posi-

tions, and form new combinations. The corn grows, and

what was useless becomes useful. The farmer has changed

the position of things and created utility or a quantity of

value. That is all. No more than the merchant can he

add one particle to the quantity of matter in the earth.

Now, under the direction of the merchant, the position

of things is changed. Goods are brought from a place

where they are not needed, and where they could have no

value, to a place where they are needed. Thus the mer-

chant creates precisely what the farmer creates : namely, a

quantity of utility or value. We may call it " place-value."

Likewise the merchant keeps things from a time when not

wanted to a time when wanted, and increases their utility.

Thus he creates " time-value." And it should be remem-
bered in this connection that commerce, with the aid of -the

improved means of communication and transportation, has

become so effective in the creation of time-values and place-

values that famines are now unknown in the civilized world,

whereas, even as late as the last centur^', districts in France

and England suffered the horrors of famine, while super-

fluity could be found within three hundred miles.

It has been stated that commerce previously ministered

to luxury. Only articles of high value in small bulk could,
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In early days, become the object of commerce, for it cost

more to transport such commodities as the masses consumed

than they were worth.

Grain and bulkier articles were transported occasionally

in considerable quantities between seaports only, but the

commerce in these articles must in all earlier ages have

been comparatively small.

Precious stones, amber, finely-woven fabrics, silks, spices,

wine, oil— these are the articles with which early commerce

was chiefly concerned. Perhaps nothing can better illustrate

the progress of commerce in our century than those pas-

sages in Adam Smith's " Wealth of Nations," in which, in

1776, he assures the English farmers that they need never

fear the importation of Irish cattle and Irish grain, because

they were so bulky in proportion to values as to render so

distant a transportation unprofitable. " Even the breeding

countries of Great Britain are never likely to be much

affected by the free importation of Irish cattle." And a

little further on Smith adds :
" Even the free importation of

foreign corn could very little affect the interests of the farm-

ers of Great Britain. Corn is a much more bulky com-

modity than butcher's meat. . . . The small quantity of

foreign com imported even in times of the greatest scarcity

may satisfy our farmers that they can have nothing to fear

from the freest importation." As every one knows, a hun-

dred years later the importation of corn and beef from

America, three thousand miles away, has been a cause of

alarm to the British farmer.

Two conclusions follow naturally from this : one is that

distance is not in itself the barrier against competition

which it once was, consequently does not afford the same

degree of protection to a given locality; the other is that

restrictions upon commerce now are a matter of concern
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not merely or chiefly to the wealthy, as once was the case,

but may be felt disastrously by the poorest, in raising the

prices of articles of daily consumption for the masses. The

question of free trade and protection thus assumes a magni-

tude heretofore unknown. The total foreign commerce of

England was estimated in 1355 at 2S. lod. per capita; in

1614, at i6j'. 6d. per capita; in 1801, at ;£^ 6s. dd. per cap-

ita; but in 1880, at ^16 ts. per capita.

The per capita value of the exports of the United States

increased from ^6.03 in 1801 to I14.93 in 1881. The for-

eign commerce of Germany more than doubled from i860

to 1880.

Commerce has gone hand in hand with the increasing

national and international division of labor which has made

modern wealth and the wide diffusion of comfort possible.

In early stages of industrial development, each family was

sufficient unto itself and enjoyed a rude kind of indepen-

dence, but existence was precarious. Dearth followed plenty

quickly, and there could be no adequate provision for future

contingencies. But as civilization began to advance the

division of labor was carried further and further, until at

present time each one has some one occupation, perhaps

manufacturing the sixtieth part of a shoe. Thousands min-

ister unto his wants, and he in turn ministers unto thousands.

To use a scientiiic expression : Differentiation accompanies

social development. But the point of importance for us

now is this : This diversity of pursuits, upon which our

industrial civilization rests, implies and requires the exist-

ence of active commerce. The principle is for each indi-

vidual to do what he can do best, and for the people of

each region to utilize their own relatively greatest advan-

tages. If Minnesota can best grow wheat, and South Caro-

lina cotton, and Virginia corn, it is manifest that the total
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wealth of society, the products for our consumption, will be

more abundant if each locality is devoted to that pursuit for

which it is specially adapted.

Precisely the same principle holds with regard to inter-

national commerce. If England is specially adapted for

certain pursuits and we for others, it must be clear that our

mutual prosperity will be promoted by a diversity of pur-

suits and an exchange of products. Or are there special

conditions apphcable to a division of labor between nations

which are not applicable as between the various parts of the

same country ? Some will say : If England sends us com-

modities, our labor and capital will be deprived of oppor-

tunities for employment. But how so? If England sends

us commodities, must we not send commodities abroad in

payment? And will not our labor and capital have more

abundant employment in the production of commodities

for which they are specially adapted than in those for which

they are not specially adapted ?

There are those, however, who think that it is a good

thing for a nation to send abroad more than it imports,

so that it may have a favorable balance of trade. It is

imagined that a nation grows wealthy by this means. It

is, therefore, necessary to examine the balance of trade

theory.



CHAPTER V.

THE BALANCE OF TRADE THEORY.

" TT E who attempts to draw any conclusion whatever as

X JL to a nation's wealth or poverty from the mere fact

of a favorable or unfavorable balance of trade, has not

grasped the first fundamental principle of political econ-

omy."

When I heard these words uttered with emphasis by one

of the most careful living statisticians, some years ago, I

must confess that I was a little startled, accustomed as I

had been to laudations of favorable balances of trade as

indications of increasing wealth. Yet I suppose nothing in

the entire range of economic science is more beyond con-

troversy.

Everybody knows what is meant by a favorable balance of

traded A trade between two countries is considered favor-

able for that one which exports a larger quantity of goods

than it imports, and unfavorable for the one which imports

more than it exports. Similarly the entire foreign trade of

a country is regarded as favorable if all exports exceed in

value all imports. The idea is that there is in such cases a

balance which must be paid in money, and that a nation,

like an individual, grows opulent by the accumulation of

money. Let us examine these various ideas with some
care.

If our exports exceed in value our imports, what does it

mean? It may signify that a number of Europeans own
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property in the United States, and that this surplus pays

their interest, dividends, and profits, ^^'e know, as a matter

of fact, that many Europeans do own much property in the

United States. EngUshmen own vast tracts of land in our

country, many millions of acres, particularly in our West,

and the absentee English landlord has become a prominent

feature of American as well as of Irish Ufe. Likewise great

blocks of stocks and bonds issued by American corpora-

tions, as well as municipal, state, and federal bonds, are held

in Europe. Now is it not evident that after we have sent

abroad enough goods to pay for goods sent us, we must still

send abroad an annual tribute in exports to satisfy the claims

of foreigners upon our industry? This accounts for a por-

tion of our so-called favorable balance of trade ; but who will

say that it is a cause for national self-gratulation ?

But a favorable balance of trade in the United States may
also signify something else. It may mean that we are paying

off the capital of the debts we owe abroad. If the surplus

is not large enough to pay even interest on Eiu-opean claims,

we may become more deeply involved in debt, the favorable

balance of trade to the contrary notwithstanding. Let us

recall our instructive experience during the late Ci^'il AVar.

We were at that time making heavy demands on European

industry on accovmt of extraordinary expenditures at home.

Our imports exceeded in value our exports. We were, as a

matter of fact, going in debt for current expenses. After the

war we began to pay off interest and principal of our foreign

indebtedness, and our exports exceeded in value our imports.

At that time our favorable balance of trade, in so far as i^

-could be accoxmted for by the payment of debt, was undoubt-

edly a good thing.

A favorable balance of trade might be partially explained

by the acquisition of property abroad by Americans. I do
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not say that such is a fact. I simply say it is a possible

explanation. If Americans are acquiring property abroad,

it is manifestly necessary not only to send out of the country

goods in sufficient quantity to pay for goods we import, but

a surplus to pay for investments which, on this hypothesis,

are being made in foreign countries.

If the balance of trade is favorable, the difference, or a

part of it, is sometimes imported in bullion or money.

A favorable balance of trade may, then, denote increasing

wealth, or it may denote poverty and economic dependence

upon foreign nations. It may denote neither the one nor the

other, but simply signify that a nation is holding its own in

international relations. The mere fact of a favorable balance

of trade in itself tells you absolutely nothing about a country.

It is, however, true that a majority of the wealthier nations

of the earth have what we call an unfavorable balance of

trade.

Let us compare the value of imports with that of exports

in a few countries, selecting recent years almost at hap-

hazard, and not taking certain years with a design of proving

something.

The value of German imports for 1876 was 3914.8 millions

of marks,' that of exports, 2551.2 millions of marks ; for 1887

the figures are: imports, 3887 millions; exports, 2775.3

millions. Precious metals are included, but if they were

excluded the proportions between exports and imports would

not be radically changed thereby.

The imports into France in 1873 were valued at 4576.4
millions of francs,^ the exports at 4822.3 millions of francs.

^ A mark is )j!o.238; for purposes of rough calculation, four marks

may be regarded as equal in value to one dollar.

2 A franc is a little more than $0.18; for rough computations, five

francs may be regarded as equal to one dollar.



THE BALAXCE OF TRADE THEORY. 3)

ITie figures for 1S74 are: imports, 4422.5 millions; ex-

ports, 4702.1 millions; for 1875 : imports, 4461.S millions;

exports, 4S07 millions; for 1876 : imports, 4908.8 miUions;

exports, 4547.5. Precious metals are included in exports

and imports, but as in the case of Germany, they are rela-

tively so small, and are in this case so nearly equal, that t'ne

proportions between exports and imports are not materially

changed thereby.

The exports firom France exceed in value the imports fix)m

1S73 to 1S75. inclusive, but in 1S76 the imports exceed in

value exports. A possible explanation would be that France

was sending commodities out of the country fi-om 1873 to

1875 to pay for the expenses of the war with Germany, but

that in I S 76 trade had regained its normal condition.

Hume tells us that over a hundred years ago the EngUsh

nation was struck "with universal panic'' because some one

demonstrated that the balance of trade was so unfavorable as

to leave them— that is, the English people—without a shil-

ling in money in five or six \ears. That demonstration was

made twenty vears before Hume wrote his essaj" on "The Bal-

ance of Trade." but he records the fact that money was then

more plentiM in- England than ever before. The unfavora-

ble balance of trade still continues in England, and is some-

thing enormous— the best proof of England's immense

wealth, for this unfavorable balance represents the tribute

other people pay to EngUshmen. The imports into England

in 1874— to take the statistics in one year only, which

answers our purposes as well as a dozen— were valued at

^331,143,000, exclusive of precious metals; the exports,

also exclusive of precious metals, at ^278,053,000.

Rich httle Belgium also has a large unfavorable balance of

trade. The imports into Belgium, . exclusive of precious

metals, were \'alued at 1448.5 millions of francs ; the ex-
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ports from the country, also exclusive of precious metals, at

1063.8 millions.

These are wealthy countries, but the United States with

its favorable balance of trade is also prosperous. In the

iiscal year 1877-8 our imports were valued at ^466,873,000,

and our exports at 1722,812,000. But Egjfpt— poor, impov-

erished Egypt— has the most magnificent so-called favorable

balance of trade to be found in the world ! I mean, of

course, in proportion to its entire commerce. In 1874 the

imports were valued at 507,064,155 piasters, the exports at

1,342,347,266 piasters; the estimate for 1876' was: imports,

561,946,693 piasters; exports, i,333>333>408 piasters.

These illustrations, which might be multiplied indefinitely,

show how much significance is to be attached to a favorable

balance of trade in itself. However, it is only a wealthy

nation which can have a large unfavorable balance of trade

as a permanent thing. What does this mean? It means

that such a nation possesses stocks, bonds, and various kinds

of property in other countries, and that the people of those

countries are working for it. It is similar to the case of a

man who is able to consume more than he himself produces.

It is a sign that others are working for .him. To value a

foreign commerce in proportion to exports is to misconceive

the advantages of commerce. Commerce is valuable for

what it brings us, not for what it takes from us.

It will readily be understood, then, that I am not able

without reservation to join in the self-gratulations of those

who delight in our large favorable balance of trade, and that

I scarcely think this a strong tariff argument. Our favorable

balance of trade places us in the same category as Ireland,

India, and Egypt.



CHAPTER VI.

FURTHER CONSIDERATION OF THE BALANCE
OF TRADE THEORY.

THERE are several fKjints connected with the balance

of trade theory, as usually stated, about which it is

essential that we should have clear ideas. They therefore

require further examination.

Fiist. It follows naturally, from what has been said in the

pre\ious chapter, that a favorable balance of trade does not

signify that the precious metals are flowing into the coun-

tn-. In itself it tells us nothing about the international

movements of the precious metals. Gold and silver may
be coming to the country while an unfavorable balance of

tade exists.

Thus, in 1882 the amount of gold and silver imported

iuto England exceeded in value the precious metals ex-

ported, although during that year the balance of trade was

against England to an amount exceeding in value one hun-

dred and twenty millions of pounds sterling.^

On the other hand, the precious metals may be lea\ing a

country while a favorable balance of trade continues. The

commerce of the United States for 1 884 serves as an exam-

1 "The amonnt of buUion and specie which has been imported into

England during the ten years from 1867 to 1S76 has exceeded by no

less than _!^;3,8oo,ooo the amount which has been exported; although

during this period the aggregate value of her imports exceeded by no

less than y^&>4,ooo,ooo the value of her exports."

—

Fawcett, in kis

"Free Trade and Protection" page 1 35.
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pie. The balance of trade was in our favor, but the value

of precious metals exported exceeded the value of precious

metal imported.

Second. If a favorable balance of trade in the United

States were always accompanied by an addition to our store

of money, it would not necessarily be a cause for national

self-gratulation. People fall into the most obvious errors

in this matter because they do not stop to inquire into the

differences between those things which make an individual

prosperous and those which make a nation prosperous. A
merchant says :

" If I increase my stock of money I become

wealthier." This is true, but it does not follow necessarily

that we would all be more prosperous if the total amount of

money in existence were doubled. It would, on the other

hand, be a misfortune to some people, and to multiply the

amount of money in existence twenty times would probably

be a universal calamity, upsetting all industrial and commer-

cial relations. This must be made clear. If the money in

my pocket is increased twenty-fold it is a good thing for me,

because my proportion of the money in the country is in-

creased. I can buy more goods. But if the amount of

money in every one's possession is multiplied by twenty,

will there not be a corresponding rise in prices ? If so, mil

I be better off than I was before? In one case, I will,

namely, if I owe something to some one ; if I am in debt

and my debt is to be paid in money. If, on the other hand,

sums of money are due me, this increase in the circulating

medium impoverishes me. We may look at this matter—
and it is of vital importance in these discussions— from an-

other standpoint. Why do we want money? Manifestly for

things it will buy. But does the increase in the supply of

money in itself increase the quantities of useful things which

we wish to buy?



THE BALANCE_ OF TRADE THEORY. 3S

The Spaniards in the sixteenth and seventeenth centuries

inade the mistake of overestimating the importance of gold

and silver to a country, and instead of building up com-

merce and manufactures and improving their agriculture,

seemed to think of little else than the devices by which the

largest possible amount of the precious metals could be

brought into the country, especially from their American

possessions, and once in the country could be kept there.

They neglected the most important sources of wealth, and

to this day they have not recovered from the disastrous

consequences of their mistaken policy.

I am far from saying that it makes no difference whether

we have much or little money. A large amount is required

to conduct the business of the country and to obviate the

inconveniences of barter. An increasing amount is required

for our growing, expanding industrial life. A fall in prices,

o\ving to insufficient supply of the precious metals, in-

creases the value of financial obligations incurred in the past

and enriches bondholders and other creditors at the expense

of the rest of the community. All this I recognize. I sim-

ply maintain that no regulation of commerce by protective

tariffs is required at the present time on account of our

money supply. There are other ways and better ways of

providing for a sufficient quantity of money. The inter-

national movement of the precious metals is largely auto-

matic. If the precious metals begin to leave a country

which is not cursed with an irredeemable paper currency

prices will fall, but the moment prices fall it becomes more

profitable for foreigners to purchase their commodities, and

there is thus a tendency to check the flow of money from

the country. This by no means exhausts this large subject,

but it is sufficient for present purposes.

Third. I have to remark that as between countries com-
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modities are exchanged for commodities, and that very

little money passes from one to the other. If England

sends us commodities we do not, as a rule, send money

abroad, but we pay for them in commodities. This is a

matter so familiar to merchants who have dealings with for-

eign countries that it may seem to them scarcely worth

while to mention it. Yet a failure to comprehend this fact

and its bearing is a chief cause of confusion of thought in

regard to international trade.

This third point is closely connected with the second.

When money does begin to leave a country it becomes

more profitable to export commodities than formerly. Thus

through action on prices the natural relations between ex-

ports and imports are maintained. I send goods to Eng-

land, and the Englishman to whom they are sent becomes

indebted to me. At the same time another Englishman

sends goods of the same value to an American importer.

So we agree that this importer in America shall pay me,

and that the English exporter shall receive his pay from the

Englishman who bought my goods. Thus no money leaves

England and none leaves America. This all takes place

through the medium of bills of exchange, drafts, occasion-

ally postal money-orders, and the like, and the services of

bankers and brokers are required, but the principle is the

simple one just described.

Illustrations will serve to render this still clearer. In the

year 1884 in England it required an importation and ex-

portation of only a little over forty millions of pounds ster-

ling to do a foreign business of over six hundred and twenty

millions. It required in the same year in the United States

an exportation and importation of less than eighty-eight mil-

Hons of dollars to do a total foreign business in imports and

exports valued at about fourteen hundred millions of dollars.



THE BALA.VCE OF TRADE THEORY. 37

Fourth. The balance of trade theory grew up at a time

when it was imagined tliat there was a more serious diver-

sity between the interests of one nation and those of an-

other thain actually' exists. It used to be supposed that

what one nation gained another lost, and our protective

tariffs can be traced back to that illusion. This must not be

misunderstood. This illusion is not a suflScient explanation

of protectionism now. It is not in this connection even

stated that something may not be said for protectionism. I(

is simply asserted as a historical fact that protective tariffs

can be traced back to this illusion.

Some optimists push the idea of harmony of international

interests too far. Unfortunately, complete harmony does

not exist— unless, indeed, we \"iew those interests from

the highest Christian standpoint. But in the main, in

matters of trade, international interests are harmonious, at

least to this degree, that each ought to desire the prosperity

of all the others. This is so simple that it seems absurd to

state it as a scientific proposition
; yet the failure to act on

this principle has been a fruitfiil cause of enmity between

nations. Do we desire opulent or impoverished customers?

\\Tiich class does a merchant desire? The case of a mer-

chant's customers is Pimilar to that of the purchasers of a

country's products. Xe\ertheless some people talk as if

we had something to hope firom the impoverishment of

Europe b)' means of war or othem'ise.

What we would thereby gain would be temporary and would

be more than counterbalanced by loss in the future. AH this

has been stated often enough, but one hundred years ago

it was as something startling that Hume proclaimed his

desire for the prosperit)- of other nations as consistent with

his loyalty to England. These were his words: "Were our

narrow and malignant politics to meet with success, ws
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ahould reduce all our neighboring nations to the same state

of sloth and ignorance that prevails in Morocco and the

coast of Barbary. But what would be the consequence ?

They could send us no commodities ; they could take none

from us ; our domestic commerce itself would languish for

want of emulation, example, and instruction, and we our-

selves should soon fall into the same abject condition to

which we had reduced them. I shall therefore venture to

acknowledge that not only as a man, but as a British sub-

ject, I pray for the flourishing commerce of Germany,

Spain, and even France itself. I am at least certain that

Great Britain and all those nations would flourish more did

their sovereigns and ministers adopt such enlarged and be-

nevolent sentiments toward each other."

The balance of trade theory, then, as ordinarily presented

must be rejected. It represents it as the purpose of each

nation to export more than it imports in values, manifestly

impossible as a universal policy, to say nothing of the fact

that it misrepresents the true end of commerce, which is

imports, not experts. The hypothesis upon which it is

based is false, and the conclusions drawn from it are mis-

leading.



CHAPTER VII.

THE EARLIEST TARIFF LEGISLATION IN THE
UNITED STA-TES.

I
INFER from occasional remarks that some people who

have been good enough to read my papers, imagine

that I take a far more radical position on the subject of free

trade than I should like to assume. I ha\e no desire to

attack American manufacturers, and I certainly am not pre-

pared at present to advocate the withdrawal of all protective

duties at once. On the contrary, I hold that this would be

a grievous blunder and a positive wrong. I am not even

willing to call myself a free-trader. I am neither a free-

trader nor protectionist in the sense in which these words

are often used. I am unable to believe that any one policy

respecting international commercial relations is an absolutely

correct policy for all times and all places. Nor have I any

sympathy with those who attack all protective tariffs on ab-

stract moral groimds. If a protective tariff is a good thing,

let us by all means have a protective tariff. But when I say

a good thing I mean a good thing for the people as a whole,

and not for any one class of the people. At the same time,

I am not prepared to denounce protectionism as in itself

class legislation. It is quite conceivable that protective

taxes may be laid on imported commodities in the interest

of the country as a whole, and of course that is always the

design of pure-minded legislators. On the other hand,

tariff legislation may become virtually class legislation, and I
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believe one of the most serious weaknesses of the policy of

protection as viewed in the light of history is its universal

tendency to become this kind of legislation. Special inter-

ests are apt to lay their hands on even the best kind of a

protective tariff at a very early date in its history and to

shape it to their ends in disregard of the general welfare.

To explain my position still further, it may be well to state

at once that I shall urge no constitutional objections to a

tariff. Always provided that protectionism promotes the

general welfare, I do not believe that such exist ; and it is

very certain that nothing is to be gained at the present time

by pounding away at this well-threshed straw.

The subject of tariff legislation must be viewed histori-

cally in order to understand the merits of the present con-

troversy between free-traders and. protectionists in the

United States. The men are few, indeed, who would claim

that it is rational to legislate on the tariff as if we were go-'

ing to start from the beginning and frame a new policy for

a new land. Our present policy is an historical growth, and

as such must be treated. When one sees the jobbery and

corruption connected with tariff legislation, the h}'pocrisy it

fosters, and perceives how certain monopolies hide them-

selves behind it as a safe bulwark, one feels at times moved

by righteous indignation to wish the whole thing swept from

the face of the earth. But more mature reflection tends to

calm one, and to show the impracticabiUty of any such radi-

cal measure.

It is impossible to present a history of the tariff legislation

of the United States in these articles, for if it were attempted

to do that, and to do it thoroughly, new issues mignr arise

in the country, and, indeed, in turn become matters of the

past before this series of papers could be brought to a close.
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A few main fects should, however, be brought to mind, and

a firm grasp kept on them in discussions on the tariff.

Protectiomsm, whatever proportions it may have since as-

sumed or whatever appearance it may now present, entered

oiu" countT}^ with the meekness of a lamb. Ever^'body

knows how it happened. It became necessan- in 1 7S9 to

pro\'ide the young republic with revenues. Direct taxation

seems to have been rejected without serious consideration

as not adapted to our federal government. There was the

usual prejudice against direct taxation, coupled with a jeal-

ousy of the states against what they would have deemed in-

terference in the affairs of their citizens. Now, as indirect

taxes were the onlj- alternative, it remained to choose be-

tween taxes on commodities produced at home, internal

revenue taxes, and taxes on imported articles, customs

duties.

The prejudice against internal taxes seems to have been

nearly as strong as against direct taxes, and for somewhat

the same reason. Taxation of commodities is in any shape

a serious interference in the business affairs of producers,

but when commodities are taxed on entering the country in

a few great ports it is less ob^^ous. To-day there are, doubt-

less, persons who fail to see the fact, although it is beyond all

controversy, that the taxation of three or four articles of do-

mestic growth or manufacture is an almost incomparably

smaller measure of interference in private affairs than the

taxation of four thousand and more imported articles. On
the other hand, the tax paid by producers at home is more

readily visible ; the fact of the existence of the tax is palpa-

ble. It was therefore decided to begin our revenue system

with customs duties.

The first tariff act was passed in 1 7S9. It was mainly for

revenue, while protection was only incidental. Another
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motive whicn was prominent, if not predominant, is well de-

scribed by Prof. Henry C. Adams in his monograph on

"Taxation in the United States, 1 789-1816." It was the

spirit of nationahty which was so pronounced in the early

federalists.

It was hoped by means of a tariff on imported commodi-

ties and by the use of domestic products to weld together

the different states into a strong union. It was this same

animus which prompted public men to appear in homespun

clothing. The difference between this plea for protection

then and the plea we hear now is brought out by Professor

Adams, in these words-: "The argument then regarded as

convincing was, ' The sure way to establish nationality is to

exclude foreign products.' Now, on the other hand, we

hear, ' The sure way to become rich is to exclude foreign

products.'
"

But what was the rate of taxation imposed by the act of

1789, and what was the character of this taxation? ^First

its comparatively simple character must be noted. There

was a Kst of articles subject to specific duties, taxes on

quantities of commodities, and not on values— the simplest

kind of import duties. Then taxes were very moderate.

Nails and spikes, for example, were taxed one cent per

pound, molasses 2\ cents per gallon, boots 50 cents per

pair, hemp 60 cents per 112 pounds, coal 2 cents pep bushel.

There were three or four classes of duties, based on values,

or ad valorem duties. One class paid 10 per cent., another

']\ per cent., a small class 15 per cent., while all unspecified

imported goods were taxed 5 per cent. There was a short

free list, including important commodities, such as wool,

cotton, dyeing woods and dyeing drugs, copper in plates,

and all furs. The significance of these rates becomes mani-

fest by comparison with the table of ad valorem rates on
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dutiable merchandise entered during tlie fiscal year "ending

June 30, 1887. In this table we find that the rates vary

from a little over 21 per cent, to 154 per cent.

Revenue was insufiicient and rates were raised about

2+ per cent, in 1790. The purpose was revenue, and

not protection. The truth is, there were scarcely any

manufactures to protect at that time except shipbuilding.

Agriculture and commerce were the chief pursuits. Reve-

nue was still insufficient, and the tarifi" law of 1792 was

passed, and this was supposed to carry out the intention of

Alexander Hamilton as expressed in his celebrated report

o£ the p^e^^ous year on manufactures. The average rate of

duties then became 13^^ per cent.

Internal revenue taxation was introduced in 1791, and

distilled spirits were taxed, producing the " AMiiskey Insur-

rection " in Western Pennsylvania. Opposition to this tax

was manifested in several states, and the grounds of oppo-

sition were largely those which make against indirect taxation

in general. In 1794 internal taxation was extended, and

thus three new sources of revenue were included. The sale

of liquors, the manufacture of snuiT, and auctions were

taxed. Carriages were also taxed about this time, and at

rates varying from $2 each per year to S15 each per year.

Stamp duties on certain legal papers were added in 1797.

Direct taxes on lands and houses were added to the sources

of revenue towards the close of the century. Then direct

and internal taxes aroused opposition and were one cause of

the fall of the federalists. They were all abolished after

Jefferson became president. Before that they had not been

satisfactorily administered and had not become very pro-

ductive— to do which requires several years for a new sys-

tem of taxation.

What was the consequence of this state of things? Pre-
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cisely what might have been expected. Import duties were

raised in 1792, 1794, and 1797 because new demands were

made on the public treasury and revenues were insufficient.

After internal taxation had been swept away the movement

became more rapid. Taxes on imports were raised in 1804,

and although this, like previous acts, was regarded as merely

temporary, it is significant " that no important duty once

imposed, except that upon salt, was ever relinquished."

Well, duties on imports were raised continually until dis-

turbances with England called for such large expenditures

that they were doubled in 181 2, which, instead of produc-

ing more revenue, lessened existing revenue ; for, " in the

arithmetic of taxation, two and two, instead of making four,

often make only one.'' After all, it was necessary for the

same party, which, in response to popular clamor, had abol-

ished internal revenue taxation, to reintroduce it, again go-

ing to the expense of building up a suitable machinery for

administering the system and waiting for it to begin to pro-

duce large returns. The worst aspect of such shifting policy

is the disturbance of business, under which the weaker ele-

ments, " the small men," go to the wall, thus producing a

tendency to monopoly and concentration of wealth. The

lesson to be drawn from this is obvious, and corroborates

what has already been said. It is essential to public wel-

fare that a system of taxation adequate to meet fluctuating,

and on the whole increasing, demands on the public treasury

should be maintained. It is not stated at present what this

should be. Our internal revenue taxes may be retained or

something put in the place of them, but in either case the

main fact remains. Our duties on imports will always be

fluctuating, will always tend to increase, and will always give

opportunity for jobbery and corruption, unless they are

based on true, rational principles, and to base them on



EARLY TARIFF LEGISLATION. 45

rational principles is impossible unless other fruitful, easily

managed sources of revenue exist.

The duties up to 1816 were for revenue with incidental

protection, but in that year Clay spoke in favor of "a
thorough and decided protection to home manufactures by

ample duties," and his ally, Mr. Ingham, declared the reve-

nue to be only an " incidental consideration.'' How did it

happen that the old standpoint was completely reversed so

that the principle of " protection, with incidental revenue,"

took the place of the principle " revenue, with incidental

protection"? The event which led to this change in policy

must be described in the following chapter.



CHAPTER VIII.

THE GROWTH OF PROTECTIONISM.

WE have already examined the first cause which led

to the establishment of protectionism as " the Amer-

ican system." This cause was a faulty federal revenue sys-

tem, lacking the first principle of scientific finance, which is

flexibility and elasticity. We have seen further that this

weakness inheres of necessity in any system of national reve-

nues based almost exclusively on duties levied on imported

commodities, because these yield least in every critical junc-

ture. A deficit and debt result therefrom. The question

then arises. How shall we increase revenues? But having

provided only one source of revenue, we most naturally

have recourse to that. But this is not all. Taxation moves

along the line of least resistance. Adam Smith tells us that

in the days of feudalism, government was so weak that

only those were taxed who were powerless to resist taxation :

namely, the common people. The clergy and nobility were

exempted, and privileged classes arose, as always happens

under weak governments. But in the case of taxes on

imported commodities there is a line along which they can

move without encountering any opposition whatever. Let

us express ourselves more accurately. There may be some

opposition, but this is opposition on the part of the un-

organized masses,— "the forgotten millions,"— while there

is an organized body of special interests urging an increase

of taxation along this line. Government is entreated to tax

those things which home producers desire to sell, in order
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to limit competition. In whichever other wa}- the legisla-

tive authority turns for revenue, powerful opposition is en-

countered, while there is no outside pressure brought to bear

to urge it to le\y taxes of such a nature as to interfere as

little as possible with the pursuits of the people, and to

place as small a burden as possible on the ordinary man.

The forgotten millions are beginning to organize, and this

is the chief significance of bodies Hke the Kjiights of

Labor. By their verj- nature they are impelled to watch

pubUc measures from the standpoint of the people at large,

and not from the standpoint of special private interests.

This must not be taken as an indorsement of all the views

of any labor organization. It is verj' natural that popular

organizations should hold many mistaken \-iews in regard

to the general welfare. But it is believed that the drift of

such organization wiU on the whole and in the long run be

in the right direction. The permanent success of such an

organization depends on the strength with which it pushes

forward to the attainment of purposes calculated to benefit

the masses.

However, the line of least resistance for the movement of

taxation is manifest in a country which relies for revenue

mainly, if not exclusively, upon customs duties. Protec-

tionism was the most natural outgro\vth possible of our S)^-

tem of taxation, and I dwell upon this because precisely at

this time it is essential that we should understand those

principles which underUe our financial development and

make it what it is. Otherwise a repetition of past errors is

something inevitable.

A second cause, however, was powerful in the estabUsh-

ment of protectionism in the United States, and it was this

second cause which led in the first instance to the substitu-

tion of the principle of "protection with incidental revenue,"
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for the older principle, " revenue with incidental protection,"

and an examination of this cause is of prime importance in

a study of our tariff history. I refer to the hostilities between

the United States and England— and, to a less extent,

France— which finally culminated in "the War of 1812."

Before these hostilities our chief pursuits were commerce

and agriculture, while manufactures were insignificant. There

was more or less manufacturing industry, but it was pursued

in small shops where the proprietor worked with his own

hands, assisted by two or three journeymen and one or two

apprentices. There was, for example, always the \Tllage

carpenter and shoemaker, and the blacksmith at the country

cross-roads. But manufacturing on a large scale could

scarcely be said to exist, and it ^\•as even in Europe only in

the early stages of its development, for the ' industrial revo-

lution " had but recently begun. Now, during the Euro-

pean wars, which centred first about revolutionar}" France

and later about the person of the first Xapoleon, our com-

merce developed with a rapidity which is said to be without

parallel in the world's history. It was unsafe to send goods

in European vessels, as all European powers had their ene-

mies, and the goods were consequently liable to capture.

America was the great neutral power, and our commerce

was for some time tolerated under more or less vexatious

restrictions. While commerce was in this troubled period

of the world's history pursued with difficulty, the relative

disadvantage of our commerce was least. It was estimated

that our advantage, as compared with the commerce of

other countries, could be placed at twenty or thirty per

cent, ^^'hile this condition of things continued, we naturally

absorbed an ever-increasing share of international trade.

It was equally natural that our capital and labor should be

attracted by the rewards of expanding commerce. The fol-
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lowing table \rH place rividly before the reader the resu.:

of the events describ-ed from 17S9 to 1796.
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valued above everything else, and no provision was made by

Congress for maintaining our dignity and our rights as a

nation. The penny wise and pound foolish policy was pur-

sued with results even more than usually disastrous. Our

Congress decided to withdraw the assistance which our com-

merce offered to the nations of Europe, hoping thus to bring

them to terms. It was a kind of governmental " boycott,"

which, boomerang-like, reacted most severely on ourselves.

The Embargo Act of 1807 forbade the departure of any

American vessel for a foreign port, and this was followed by

the Non-Intercourse Act of 1809, which prohibited commerce

with France and England, but not with other powers. This

act expired in 1810, but was revived against Great Britain,

which continued its hostile actions until the outbreak of the

War of 181 2. This war was the most complete kind of pro-

tection, for commerce with England was by us declared un-

lawful, and our ports were blockaded by England.

Our commerce was crippled, and as early as 1808 a

marked change in the character of our industrial life was

visible. The capital and labor which formerly had obtained

employment in international trade was diverted to man-

ufactures. "A commercial war," says Prof. Henry C.

Adams, " is always propitious for the estabUshment of new
industries, and in the present case there was developed an

intense desire to maintain by law, after the cessation of

hostilities, those conditions which secured to industries con-

trol over the home market. Then for the first time was it

that protection as an independent industrial system forced

its way into the history of the United States."

The exports from the countn,- during the years 1808 to

1814 declined from a little over one hundred and eight

millions of dollars to less than seven millions, and revenues
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from customs and tomiage bova a little over twenty-seven

millions to less than five millions.

" Establishments for the manufacture of cotton goods,

woolen clothes, iron, glass, potterj-, and other articles sprang

up with a mushroom growth." These are words used by

Professor Taussig, from one of whose works on the tariff I

take the following statistics showing the growth of the cotton

industry during the war period. There were but four cotton

factories in this coimtr}- in 1803, when new machinery and

new methods began to be introduced. It 1805 the number

of spindles was 4500; in 1807, 8000 j in 1809, 31,000; in

1810, 87,000, and in 1S15, 130,000.

^^'hen the war with England was brought to a close our

commerce had been in considerable part destroyed. Capital

and labor had been diverted to manufactures, but these had

been established under abnormal conditions. They had

now to face the competition of Europe, and in particular of

England, whose stores of commodities, long pent up by war,

began to flow over the world, and in quantities in excess of

the power to purchase them on the part of consumers. The
manufacturers cried out for protection to their " infant in-

dustries " against the old-established industries of Europe,

and their cry was heard. A possible alternative course of

action must be discussed in the following chapter.



CHAPTER IX.

INFANT INDUSTRIES IN THE UNITED STATES
IN 1816.

THE industrial situation in the United States at the

close of the War of 18 12 was a trying one, presenting

problems which required for their successful solution states-

manship of a high order. Now, statesmanship of a high

order does not mean merely the ability to lead men, but

the ability to lead them in a direction which subsequent

events prove to be the right direction. It is, however, pos-

sible only for those to forecast with a reasonable degree of

probability fiiture events in the life of a nation who have a

profound knowledge of the causes at work which are shap-

ing national destiny and making it what it is. We are now

speaking of industrial development ; and the science which

treats of this is political economy, one of the most difficult

sciences to master in its various ramifications. ^Ve see,

then, how much is required in a man to gi\e such character

to his political activity that it shall wear permanently the

mark of statesmanship. There must be leadership, \vith all

the rare and admirable qualities which that implies ; and

this must be accompanied by action based on a profound

insight into the nature of social and economic forces at work

both in the nation and in the world at large.

Great as were the men of the first half of this century, in

the light of present events it must be acknowledged that
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an)'thmg which can fairly be called statesmanship was rare

indeed among them.

The year 1816 witnessed the firm establishment of the

protectionist theory as " the American system."

Protection to manufacturing industries had not come of

our deliberate and carefuUy-formed purpose. First, as we

have seen, the thought of o\a leaders, with Hamilton at

their head, was this : We must have revenue ; and if, in

raising this revenue, we tax imported commodities of a kind

produced at home, and make importers pay from five to

fifteen per cent, on the bvdk of imports, our home industries

will receive, merely as an incidental matter, a sUght protec-

tion ; and it is well that they should be thus favored.

This was a mistake ; for, granting the principle, a way was

opened for its subsequent groTvth. The principles which

distinguish between a tarifi' for revenue only and a tariff for

protection are radical, and it is not easy to combine the two.

Perhaps it is not too much to say that any attempt to do so

amounts to a \-ictory of the principle of protection.

When the first tariff bill was imder discussion in Congress,

Mr. Clymer,-of Peimsylvania, appears to have been gifted

with an insight comparatively rare, for he wished the biU

separated into two parts. The one part was to be a revenue

bill, and was to be shaped with reference to revenue princi-

ples solely. Other matters, such as protection to infant

industries, were to be considered by themselves, and on

their a^Ti merits. This was entirely rational; and if pro-

tectionism is desirable, this is the proper scientific method

for afibrding it. The question now involved is not protec-

tionism or free trade ; but if protectionism is desirable, how

shall we establish it?

The disadvantages of taxes on imported commodities are

many. One of the chief of them is that it compels us to
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move about blindly in the dark, without power to estimate

fully the consequences of our own acts. We pay taxes to

encourage manufactures ; but the extent of the burden we

carry no man knows, because we are operating in viola-

tion of that canon of taxation which prescribes that taxes

should take out and keep out of the pockets of the people

as little as possible over and above what flows into the pub-

lic treasury. We pay a tax which goes to the government

and is returned to us in the inestimable benefits which good

government confers ; but we pay another tax in increased

prices of commodities, and we cannot ascertain the precise

amount of this burden. It contains some of the worst evils

of indirect taxation which have been already described. It

is covert; it takes from us in sly, pick-pocket fashion, and

we never know the cause of our diminished fortunes. The

ordinary man simply feels that something is wrong ; but he

cannot tell what it is. The Sun, in a recent article on " The

Cost of It," gave an estimate to the effect that we pay to

government only one-fourth of the total burden. In other

words, if this estimate is accurate, for every dollar we pay

into the federal treasury we pay three more to home pro-

ducers, in higher prices than would otherwise be necessary,

and instead of an apparent burden of 5217,286,893, we are

bearing an actual burden of §880,000,000.

The second false step was made in the establishment of an

inadequate system of federal finance already sufficiently

elaborated in these articles. It is only necessary to remind

readers of the fact that its nature was such as to compel

a recourse to customs duties for the increasing demands of

government.

The manufacturers of 1 8 1 6 wanted protection, and pleaded

for their infant industries, and this argument told, for the

protection afforded them was originally limited to a short
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period. The duty on cotton and woollen goods was, for

example, raised to tvventy-five per cent., but this was to hold

only until 1819, when it was to be reduced to twenty per

cent., which was about the average rate under the act of

1 81 6. Calhoun defended this protective measure on the

ground that infant industries required the fostering care of

government. It is contended, however, by free-traders that

real infant industries never get any protection ; but in the

tumultuous clamor of special private interests, only the

powerful can hope to receive government aid. There is

much in our history which, so far as it goes, tends to sub-

stantiate this view. Ever}' one knows that instead of gradu-

ally lowering the duties levied for the sake of infant indus-

tries as they progressed toward adolescence and maturity,

the protective duties were raised. The more they got, the

more they wanted; and the twenty per cent, duty of 18 16

would be scorned in 1888.

Yet we must not lose sight of the facts of the case. '\\'hat

was to be done ? Two false steps taken by Congress have

been mentioned; but more powerful was the War of 18 12,

with the preceding events which led to it. This war period

was in itself the strongest kind of protection j and manu-

facturers grew up under this protection, which came not by

our action, but in spite of ourselves. Should these manu-

facturers be allowed to perish, their capital to be destroyed,

in part, at least, and should the labor which they afforded

employment be cast adrift? Congress replied, " No "
! Pro-

tectionists say, " Yes
;
your free-trade theory will be all

right when you have estabUshed perpetual peace between

nations, but that Utopia has not yet been attained ; and

until human institutions are radically changed, war will from

time to time interfere with the plans of you free-traders and

disturb that international division of labor upon which you
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predicate their beneficence. Yes. When you can guaran-

tee perpetual peace we will become firee-traders ; in the

meantime we will adhere to protection. Free trade is

cosmopolitan and visionary. Protection is national and

practical."

This is about the way Frederick List argues in his

"National System of Political Economy," and he strikes me
as the ablest of the protectionists. The proposition of Mr.

Clymer shows one possible alternative to the course actually

followed by Congress. It would have been entirely practi-

cable to have separated the question of revenues from that

of protection. We could have afforded protection by boun-

ties to home manufacturers, and have encouraged them by

awards of large prizes of one, two, three, or even four

hundred thousand dollars for improved industrial processes

and for superiority of product. This is a plan which could

be more easily carried out than our tariff system, and if pro-

tection is desired, the more carefully it is examined, the more

it must commend itself to the impartial student. Foreign

producers would not be excluded, but the bounty could be

made to equal the disabilities of a state of infancy. We
would pay it with open eyes, and would know precisely what

our infants cost us, and could balance this burden over

against the advantages which they confer upon us. We
could watch the progress of manufactures from the state of

infancy through youth to full maturity, and make bounty at

every period proportional to its own weaknesses as com-

pared with the strength of foreigners ; and we could do this

with full consciousness of what we were about.

Or we might exempt all manufacturing estabUshments,

like federal bonds, from all taxation, national, state, and

local. As all foreign manufacturers are staggering undei a

heavy load of taxation, this would be an immense help to
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home producers. This would have been probably bettei

than the bounty system. If, in 1816, manufacturers had

been relieved of all taxation, it would seem that they could

scarcely ask for more assistance, for, at that time, tlie cost

of transportation was so high that distance itself was a great

protection. It must also be remembered that profits of

manufacturers had been abnormally high during the war

period, and they had no right to complain if obliged to work

for a time without profits. Finally, it must not be forgotten

that protectionism itself raises the cost of many things man-

ufacturers use, and in so far defeats its own end. It is prob-

able that manufacturers were unduly alarmed in 1816, and

that manjf of them could have sunived without any increased

protectionism. We could in this case also ascertain the

exact amount of our burden. We might assess all manufac-

turers so exempted from taxation every }"ear, and by calcu-

lating what they would pay if not exempted, we would know
how much assistance we were giving. Prices would not be

raised by this sort of protection to infant industries.

These de\'ices are mentioned as possible and practicable

alternatives. It is not intended to recommend them, nor is

it desired to condemn them in this place and at this time.

Still another possible alternative in 18 16 was to let the

manufacturers shift for themselves, like other people, and

adapt themselves to changed conditions as best they might.

More will be said about this plan hereafter.

It is undoubtedly true that firee trade does not bring the

advantages to any nation which it would could perpetual

peace be maintained for all time. International industrial

relations are disturbed by war, and great suffering ensues.

Our late Civil War affords an instance. The employes in

the cotton nulls of the north of England suffered terribly

because the manufacturers could'not obtain their supplies of
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cotton from our South. This produced a so-called cotton-

famine. Such things are liable to happen, so long as war

continues among men, and this is a real, substantial argu-

ment for international arbitration. It is not easy to see,

however, how high protective tariffs are going to remove

the evils of wars. If each country makes itself self-sufficient

industrially, it will lose the advantages of international com-

merce, and will be carrying a part of the burdens of war

permanently.

International trade has not accomplished what Cobden

and others hoped for,— peace between nations ; still there

is reason to believe that, on the whole, it makes for peace

;

and we may, in the United States, reasonably hope that we

will not often, or during long periods^ be called upon to

suffer the horrors of war.



CHAPTER X.

THE INFANT INDUSTRY THEORY OF PROTECTION-
ISM FURTHER CONSIDERED.

I
SAID in the last chapter that the proposition of 'Sh. Cly-

mer fe.voring a separation of revenue measures from other

pohtical schemes showed that there was one possible alterna-

tive to the course actually followed by Congress in the firm

establishment of protectionism in 1816. There were, in

fact, several alternatives described. One was the bounty

system, and the other the plan of special exemption fi-om

all taxation, either of which, it was argued, was preferable as

a scheme of protection when looked at in the light of rea-

son. It still remains to be considered whether it would not

have been better to have refiised any interference in behalf

of manufacturers, and to have allowed them to adjust them-

selves to new ciDnditions as best they might, as other people

are forced to do, and thus to have established with respect to

manufacturers in general the poUcy of non-interference. . - _

This js a matter of present interest because the question

of general pohcy is coming up again, and is certainly to

be raised repeatedly in the near future. First, it must be

remarked that a liberal poUcy with respect to trade and

non-intervention in general has been injured by those ex-

tremists who claim too much. Doctrinaires say government

should do as little as possible, and that is the best govern-

ment which governs the least. Yet when we see the EngUsh

laboring classes elevated by factory legislation protecting the
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laboring classes by restricting the labor of women and chil-

dren and prohibiting " pluck-me stores " and payment in

kind, and thus the theories of radical socialists like Carl

Marx discredited, for they say that the workingmen have

nothing to hope from the present state ; when we witness

somewhat similar beneficial effects in Massachusetts and

New York, and when we reflect on the inestimable benefits

of our free public school system even when viewed exclu-

sively from the standpoint of material wealth ; when we learn

that, doctrinaires to the contrary notwithstanding, municipal-

ities are to an increasing extent supplying themselves with gas

without the intervention of corporations, and that with the

most satisfactory results ; when we contemplate all these

things, we are too inclined to reject the entire policy of non-

intervention and favor government interference everywhere.

It is necessary to discriminate. One law governs those

pursuits which are monopolies, another those which are

always subject to the steady, constant pressure of compe-

tition, while yet a third principle prevails wth reference to

labor, and in general it may be said of pursuits which are

strongly competitive that competition is in the main a suffi-

cient regulator, and that, so far as they are concerned, that

government is best which governs least.

" During the present century," says a discriminating

writer, " tvvo great discoveries have been made in the

science of government. The one is the immense advantage

of abolishing restrictions upon trade, the other is the abso-

lute necessity of imposing restrictions upon labor." He
would have expressed his meaning more clearly if he had

said " upon labor in behalf of labor," for he had in view

regulations increasing real freedom.

While, then, only an extremist will support the proposition

of non-intervention as of universal application, the impartial
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student of American afiairs can hardly fail to see his inclina-

tion strengthen in favor of letting commerce and manufac-

tures take their own course without legislative interference,

the more minutely he examines our present condition and

its historical antecedei ts, for he wUl find that the best-laid

plans for fostering infant industries and building up a bar-

rier between American labor and the so-called " pauper

labor " of Europe come to naught. It is scarcely possible

to carry them out, and in the end the hard-working, thrifty,

industrious class of employers and employes alike are ham-

pered in their efforts to gain a Uvehhood, while enormous

trusts and s\-ndicates are formed, crushing as with an iron

hand the independent manufacturer, and grinding down

American labor by bringing into competition with it ignorant

and lawless European hordes, which have been brought

into the country free of all dut)-.

The infant industry theory of protection finds its classical

statement in these words of John Stuart ]SIill's treatise on

political economy :
' The expenses of production being

alwaj'S greatest at first, it may happen that the home pro-

duction, though really the most advantageous, may not

become so until after a certain duration of pecuniary loss,

which it is not to be expected that private speculators

should incur in order that their successors may be benefited

by their ruin. I have, therefore, conceded that in a new

country a temporar}- protecting duty may sometimes be eco-

nomically defensible ; on condition, however, that it be

stricdy limited in point of time, and provisions be made that

during the latter part of its existence it be on a gradually

decreasing scale. Such temporary provision is of the same

character as a patent, and should be governed by similar

conditions."

This is precisely what during the first half of our national
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existence we proposed to do, and, as has been stated, tariff

laws were limited to a few years, and laws have actually

been passed contemplating a gradual reduction of tariff

duties, with the intention of entering upon a permanent

free-trade period. But our history has been of such a char-

acter as to lead one to doubt the practicability of the infant

industry theory. A tariff law passed for two years is ex-

tended and duties raised before we scarcely enter our

national existence, and the fate which thus overtook Ham-
ilton's " temporary " increase of duties has been repeated

again and again. It is true that a rational system of federal

iinanciering might have helped matters somewhat, but even

if we should be led to adopt better financial methods, have

we reason to hope that experience in the near future wiU be

different ? The theory of our institutions is that municipal

councillors, state legislators, and federal congressmen meet

to discuss the public welfare calmly and impartially, and to

pass such laws as they may regard beneficial to the people.

The truth is, the initiative in legislation in general does not

come from the legislator, but from the pressure of some

powerful external special interest. Go to an ordinary legis-

lature or city council with a measure, and you will be asked

who is back of it, who wants it passed, and what is the con-

sideration ? If you simply come with the general welfare at

heart, and have no great organization with votes at your

back, your reception will be a cold one. Now so long as

this is so, how can it be expected that governmental aid will

be withdrawn just in proportion as those who receive it grow

strong ? That is the theory ; but on the contrary, the pressure

for aid increases as strength increases. Can one instance in

all the history of the American tariff be adduced where pro-

tection was offered to aid in the establishment of an industry

not already in existence ? I think not one, yet this is what
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the theory calls for. The idea is that after canvassing the sit-

uation, congressmen say :
" Our natural resources are such

that we ought to ha^e a beet-root sugar industr}', for exam-

ple. Yet not a trace of such industry exists, on account of

the enormous diflSculties in the way of its establishment.

Let us, therefore, tax imported sugar to give our would-be

producers a chance."

The actual practice is this : Representatives of powerfiil

establishments go to Washington and say :
" ^^e have large

paper mills in the Connecticut vaUe\- or elsewhere, and we
wish to be protected against foreign competition." It will

readily be seen how akin this is to the monopoUstic spirit, for

monopoly means simply absence of competition.

Several things are proved by this brief sketch which any

one specially interested wiU find more amply demonstrated

in Taussig's " Protection to Young Industries." One is that

protective tariffs did not give us our manufactures. They
came into existence without it. The question of free trade

versus protection is not at all a question of manufactures or

no manufactures. Nor is it a question of a diversified or

homogeneous industrial hfe.

We see, fiirther, that protective duties once established tend

to increase, and that a treatment of the tariff in accordance

with scientific principles* is at least very difficult, if not im-

possible. A recent carefiil writer sa5's that the theor}- of pro-

tection is not altogether erroneous could it be appUed, but

he holds that no modem parhament or congress can be

trusted to apply it, and on that account he rejects protec-

tionism in practical politics.

WTiy is it that the more protection one has, the more one

wants ? The reason is this : Manufacturers may be divided

idto several classes with respect to profits. There are those

advantageously situated and skilful and energetic— great
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industrial leaders. These men require no special help, and

they belong to the first class. There are those whose profits

are a little smaller on account of inferior natural advantages

or inferior mental qualifications. These are manufacturers

of the second class. So profits descend until in every pur-

suit you find those " on the ragged edge " who but just live,

who barely "keep their heads above water," as we say.

Prices are high enough to enable these manufacturers of

the lowest grade to live, and the profitableness of another

business is measured by the differences between its cost of

production and the cost of production in those establish-

ments which just keep alive ; so the lower the scale of inef-

ficiency, the higher the profits of the favorably situated.

Let these lines represent the various grades of manufactures

in the United States :
—

Profits of class i will be measured by the distance be-

tween I and 6. Now, if you wipe out 6, it must be by

lower prices, and thus will the abnormally high profits of

class I fall. Now, under a system of free trade, the opera-

tions of those advantageously situated will be extended and

those working inefficiently will be compelled to exert them-

selves and produce better and cheaper goods or to change

their occupation. The question, then, at issue is this : Shall

we have only manufactures of a liigh degree of efficiency, or

shall we also raise up and keep in existence an mferior class

of men? Manufactures we are certain to have, for we are

more advantageously situated than other countries with re-
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spect to some branches of industry, and there is probably

scarcely any line of manufactures which could not be pur-

sued in some favored spot by some one.

Now it must be manifest that the more efficient the labor

and capital of the country, the more we will all have to enjoy

and the greater our opportunities for leisure, ^^'hat is pro-

duced now is not sufficient by any means to satisfy all

rational wants of all men. Much more must be produced

for that purpose, and if what is produced is often not con-

sumed, owing to the absence of purchasing power on the

part of the masses, this is another matter, and the difficulty

cannot be remedied by protective tariffs.

The extension of aid to manufactures in 1816 accustomed

us to look upon it as our duty to tax ourselves for the bene-

fit of certain pursuits
J

whereas, if -they are natural to the

country and desirable, they can be profitably established

without help. The pauper spirit has been nourished and it

appears to have worked Uke free soup-houses on the poor.

Some business men, instead of bending all their energies to

the production of cheap and good commodities, are always

plotting to get something from the public purse. Thus

towns are induced to bid against one another for railroad

facilities, and our federal government has been pursuaded

to part with the heritage of the people " to encourage " rail-

road building ; whereas it would seem desirable, if we, the

people, pay for the roads, that we should own them.

When changes in productive processes injure skilled work-

ingmen, we say they must suffer quietly and be content, be-

cause the general public gains. If a type-setting machine

should render the skill of type-setters superfluous, it would

produce immense suffering, but we would not subsidize them

from the public treasury, or levy a tax for their benefit of one

hundred and fifty per cent, on those using the machine.
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Workingmen, on the contrary, are severely rebuked when

they resist improvements.

When the elevated railroads in New York injured property-

owners, the claim for damages was resisted on account of

the public good. So, at the close of the late war, thousands

upon thousands of farmers were well-nigh ruined, and many

of them completely so, by the contraction of the currency,

which lowered the price of their farms and raised the value

of all existing mortgages until often the mortgages equalled

the value of the farms. Yet farmers were not indemnified

on account of their loss.

Is it not, then, better to exclude favoritism in legislation,

and to let each industry stand on its own bottom ?



CHAPTER XI.

PROTECTIONISM AND LABOR.

AS time went on, the plea that protection should be af-

forded to the " infant industries " of the United States

grew ridiculous, and its advocates began to cast about for

an aigument which would meet with some other replj- than

a sarcastic smile. Manifestly the period of infency must

end some time, and the infant industry argument is based

precisely on the hypothesis that protection is merely a tem-

porary need.

The infant industry plea is not often heard now, and may
be regarded as decidedly antiquated. Yet occasionally

echoes of the old war-crj" of the protectionists are still heard.

Although they are so feeble as scarcely to deser\-e notice, it

may be well to devote just a word to them.

First, one hundred years of protection ought to have de-

veloped our industr)- beyond the stage of infancy if protec-

tion ever can do it.

Second, the arguments which make for protection to in-

dustries in a young and enterprising but poor country, and

which, indeed, in such cases, if intelligenfly applied may

justify it, no longer hold in the United States. Protection

is needed, it is said, because the pursuits, although natur-

ally remunerative, cannot become so for several years, and

men want immediate returns. This is true in a new coimtn',

but it is not true with us. AVe have many men in the United

States whose purses are as long as those which can be found
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anywhere, and whose minds are as shrewd as those of for-

eign capitalists. If it is a mere question of who is able to

hold out longest in a competitive contest, American capital-

ists need no assistance. They are quite competent to look

out for themselves. Nor is it true that immediate returns,

are desired. Almost unlimited money can be obtained in

the United States for enterprises which promise only after

years to yield large returns. Let us examine a few evi-

dences of this fact.

Why is it that long-time loans are more valuable than

short-time loans? It might be supposed that if a federal,

state, or municipal government owes me some money, I

would want it at once, and say, " The sooner I am paid, the

better." But the contrary is the case. I say, "The later

the date of payment, the better pleased I shall be." It is

because capital is so abundant that people are glad to part

with its use for a long term of years if they can be guaran-

teed a small annual payment. Look at the readiness with

which people advance money for canal schemes and other

great improvements, in the hope that they will after years

become profitable. A few concrete instances will help to

make this plain. Once, when I was conversing with a great

capitalist, he mentioned to me incidentally in connection with

a certain scheme :
" I told H. that if he wanted to do a good

thing for himself and the country, that was a good opportu-

nity. I told him that he must expect to lose money for

ten years, but that then he would begin to make money."

A company in New York— and it practically, I am told,

consists of one man— has been preparing a great dictionary

of the English language for publication for years. It has

spent thousands of dollars, and I am inclined to think even

hundreds of thousands, already, and has not received one

dollar in return, because the work has not yet seen the
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light Nevertheless, it contiQues to spend money by the

thousand, and seems perfectly satisfied in the prospect of a

large future profit.

Wien I was travelling in the North once I met a gentle-

man from Virginia who was managing a large farm in that

state owned partly by himself and partly by two capitalists.

The arrangement was that he should manage the Virginia

farm, receive a certaia cash sum everj' year, spend whatever

he might deem desirable in improvements, and then divide

the surplus. It so happened, however, that this gentleman

also owned a farm ia New York State, where he had formerly

lived, and to which he was anxious to return. Now, as it had

been agreed that in case of dissatisfaction the dissatisfied

party must buy the other out at an appraised valuation, he

decided to spend so much in improvements every year so

that there should be no surplus to divide.' This he did year

after year
; yet the two capitalists, who occasionly visited the

farm, always expressed perfect satisfaction with the manage-

ment. As a matter of fact, they did not care for any rev-

enue, but were content to see their property grow ia value.

These are merely t}'pical cases. The truth is, if at the pres-

ent time the natural conditions are such as to make any

branch of industrj' profitable, there are men keen enough to

see it, shrewd enough to hold their own against competition

from abroad, and rich enough to await its development un-

til it yields revenue. AVe, as a nation, are rich and powerful,

and blessed with natural opportunities such as no other

country enjoys ; and however it may be elsewhere, as, for

example, in Japan, the infant industr}' theor)- is an absurdity

in the year 1888 in the United States.

Nevertheless, appetite grew with what it fed upon, and the

call was for increasing protection. How justify it ? As I said,

protectionists began to cast about for another special plea,
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and they found it, and from about 1840 up to the present

we have heard a new war-cry : namely, protection of Ameri-

can labor against " the pauper labor of Europe."

It does not seem difficult to account for this new plea.

A political labor party arose about the year 1825, and soon

acquired some influence. George Henry Evans, whose name

may be remembered by some of my readers, was one of its

leaders, and among its organs may be mentioned the Work-

ing77ian's Adzocate, the Daily Sentinel 3.V1A Young America.

Its platform contained twelve demands, among which were

the following :
—

" The right of man to the soil ; ' vote yourself a farm.'

" Down with the monopolies, especially the United States

Bank.

" Freedom of public lands.

" Homesteads made inalienable.

" A lien of the laborer upon his own work for his wages.

"Abolition of imprisonment for debt."

A " workingman's convention" rnet at Syracuse, in New
York State, in 1830, and nominated a candidate for governor,

who received but a. few votes. In New York City, however,

they were more successful, for, joining forces with the Whigs,

tney elected a few members of the legislature. These men
finally entered the Loco-foco party and were captivated by
" Old Hickory," whose nomination and election they attri-

buted to their influence. The Democratic party, under

Andrew Jackson's leadership, re-echoed some of the war-

cries of the workingmen's party, and seemed finally to have

side-tracked this early labor movement, and to have brought

it safely into the fold of Democracy.

Plainly the laboring classes were beginning to acquire a

consciousness of their own existence as a distinct class in

industrial society, and wily politicians thought it time to

throw the workingman a sop. Hence, about 1840 we find
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the watchword •' Protection to American labor against cheap

foreign labor " taking the place of the former ralljing crj',

" Protection to our infant industries." No doubt for party

purposes it was an immense improvement. It proceeded

upon the hypothesis that the American employer must pay

more than his European competitor for labor, and that

difference must be made up to him by a tax on foreign com-

petitors ; some, indeed, with a nice air of accuracy claiming

it as a scientific principle that duties should be precisely

such in ever}- instance as to equal the difference in cost of

labor. It is assumed that if duties fall, American labor must

also fall in price, and, like European labor, become pauper

labor. One manifest superioritj- in this new plea is that it

does not advocate duties as sometiiing temporan,-, but as

something to endure as long as American labor is " dear "

and foreign labor is " cheap." Another is the benevolence

wrapped up in it, and not merely benevolence. It is benevo-

lence of a superior and unique sort ! Benevolence often

means sacrifice on the part of him who exercises it. as when

I wear an old coat that I may help educate the orphan child

of an old friend. Not so the benevolence of the protective

tariff, for it is warranted never to take a penny from the

pockets of its most devoted adherents. They may Uve in

palaces, eat the choicest cuts of roast beef, drink champagne,

and be merry while their bank accounts swell ! Have they

not done their part ? Are they not the representatives of pro-

tection to American labor ?

But is American labor, after aU, protected? Let us at

once go to the heart of things. If I have anything to sell, it

is conceivable that I may be helped in two wa}'s by govern-

ment To say that I want to seD a thing means simply that

I want to get something'else for it. I sell that I may buy.

Money simply comes in as a medium. A farmer sells com
for money, and with that money buys shoes. Com is really
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exchanged for shoes, and money is used as a medium merely

to facilitate exchange. Now, if government in some way

can increase the supply of those things which I wish to buy,

I may be benefited. More will be offered me for what I

have to sell. On the other hand, if government can diminish

the supply of the article I want to sell, I can get more for it,

and I am benefited. How stands the case with the wage-

receiver? What has he to sell? The commodity, labor,

and nothing else. With that commodity (labor) he must

purchase all other things. Now what is government doing

for him ? Is government rendering labor scarce and com-

modities plentiful? On the contrary, no duty is put on

labor. Labor comes in free. Not only that ; our protec-

tionists are helping to increase the supply of labor and to

keep its price down. Do not federal consuls encourage

emigration from Europe to America? Do not states and

territories send agents abroad to aid and abet foreign labor

in its purpose to fill up the supply of labor in our own
market? Do not the protectionist employers themselves

keep their agents in every part of Europe to help swell the

throng of those coming to our shores, and, in case of demand
for higher wages, to take the place of the discontented?

Strange ! Yet it is all true ! Every word of it, and the

organs of the protectionists gloat over the increasing supply

of labor in our markets. The commodity which the laborer

has to sell is not protected. All that government does is to

help increase its supply and thus reduce its price.

But then it must be that government is trying to increase

the supply of those things which workingmen want in ex-

change for their commodity, labor ! God forbid ! It is

taxing them and rendering them scarce ! It looks as if

government were working against labor, doesn't it? A
funny world, isn't it?



CHAPTER XII.

TRUE PROTECTION TO AMERICAN LABOR.

OUR last chapter showed that while labor was not pro-

tected by tariff laws, the commodities which labor

received in exchange for its part in production were taxed

and rendered dear. We saw that in consequence of this

fact government had worked against labor in two wa)rs, for

it had on the one hand encouraged the importation of labor

free from aU charge, and on the other it had discoviraged

the importation of those things which labor requires for the

maintenance of life. The reader should keep a firm grasp

on those facts in all discussion on the bearing of a protective

tariff on labor. It is easy to see what would have been done

by sincere and intelligent advocates of governmental protec-

tion to home labor. I do not now raise the question as to

the desirability of such protection. I simply propose to

answer this question : Assuming that it is the duty of the

federal government to aid labor by taxes, how should these

taxes be laid? It is proposed to help labor to secure high

wages, and it is therefore necessary to raise the price it com-

mands by diminishing the supply, ^^^lat can be simpler

than the solution of the problem? Tax the commodity

labor by taxing every foreigner landing on our shores, and

encourage, on the other hand, a plentiful importation of

goods. This would necessarily alter the relation between

supply of labor and demand for labor, and supply of com-

modities and demand for commodities, in the interest of
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labor. Now, how high a tax should the sincere advocate of

protection favor on each able-bodied emigrant from foreign

lands upon his entrance into an American port? We must

find out the value of a workingman, viewed simply as a pro-

ducer— not as a husband or father or citizen, but simply as

one who produces things which have value in the world's

markets. Now, calculations of this kind have actually been

made, and Siooo may be taken as a low valuation. Taxes

on some imported commodities are as high as one hundred

and fifty per cent., and a tariff devised in the interest o(

labor ought to put the highest tax on those who supply the

commodity labor. We may say, then, that a tax on each

foreign able-bodied emigrant of §1500 is not excessive as

compared with other taxes on imports. Females might be

taxed liooo, and children S500. If this would not give a

certain advantage to home labor, then two and two do not

make four.

It is to be noticed further in this coimection that distance

in itself is not the protection to labor which it once was, for

the transportation of emigrants is so cheap now that the

employer practically has a firee world-wide market in which

to procure the commodity labor. Thus the saying is literally

true, the laborer sells his commodity in a free market and

buys in a protected market.

It may be well to say a word more about restrictions on

immigration, for this is now a Uve question, and my opinion

has recently been asked. I cannot at present favor restric-

tions on immigration of the kind above described, although

they are simply the logical conclusions from principles which,

it is claimed, we are now trying to apply in the interest of

labor. It seems to me there are other and better ways for

advancing the interests of labor, foremost among which is a

thorough, systematic training of each boy and girl bom on
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American soil for the actual duties of life. These duties are

both public and private, and preparation for them must

include training designed to fit one to become a worthy

member of a family, a worthy citizen, and a usefiil member
of industrial society. In other words, each child ought to

be so trained as to discharge honorably its future duties with

respect to the family, the state, and, furthermore, to render

an honest equivalent for those economic goods which are

needed to support Ufe in decency and comfort, or, still more

simply expressed, to get a hving. This preparation falls in

part to the church, and with her functions we are not now
concerned. Largely, and to an increasing extent, it must

fall to the school, because old-fashioned methods, especially

as seen in the apprenticeship system, are becoming antiquated.

They are burdensome alike to employer and employ^, for the

former is often as much opposed to them, and frequently

more opposed to them than the latter. Probably General

Francis A. AValker, the head of the most successfiil Massa-

chusetts Institute of Technology, is as well qualified to speak

on this subject as any man, and of apprenticeship he says

this : "As it exists to-day it is an advantage to neither party.

The apprentice can only learn a narrow specialty, so narrow,

as a rule, that its only value to him is the meagre pittance

which he can earn from day to day, but at the sacrifice of

any fiuther educational advantages." The schools, then,

need both extension and improvement, and that in several

directions. One is in respect to practical ethics, for along

this line our schools have been lamentably deficient. Prac-

tical ethics are required to prepare for a worthy Ufe in the

family and in the state. Second, practical training for the

business of Ufe in the industrial sphere is a necessity. We
need industrial training in general, and, in particular, we need

more professional schools, v&vaig that expression in its broad-
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est sense. At one time it was thought by many that special

schools were not required for lawyers, preachers, and physi-

cians, but now the mistake of this has been demonstrated by

actual experience. Well, the mechanic needs special schools

as well as the lawyer or preacher. Our girls ought to learn

how to cook and sew, and our boys to handle tools and keep

accounts in schools.

Third, the present branches of study should be better

taught, and this requires a higher grade of teachers. The

profession of teacher should be elevated in rank and its

rewards increased.

What has this to do with the tariff? Everything, because

we are discussing protection to labor, and I am pointing out

in what true protection as distinguished from spurious pro-

tection consists. Protection to labor consists in rendering it

highly qualified.

Do I need protection from inferiors? On the contrary, it

is the superior man who may drive me to the wall. So if

American labor by suitable training of youth is rendered

more highly qualified than foreign labor, it will find itself

better protected than by any tariff walls which human
ingenuity can in the year 1888 erect about the United

States.

Labor may rightfully demand that laws should be passed

to keep out a low and degraded class of emigrants, who tend

to lower our civilization and to throw upon us the burden of

their support as paupers or criminals ; and here again we

come to an actual burden which rests upon our entire

industry, weighing down employer and employ^ alike. Pro-

tection from the scum and offscouring of Europe and Asia

may rightfully be demanded by all. Dr. Edward W. Bemis,

a former student of mine, has made some recommendations
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which seem to me worthy of commendation. ^ He advises

that the passport system be introduced as an effective method

of controlUng immigration, and that only those be allowed to

enter our country who can bring a passport duly signed by

an American consul. No passport, however, should be grant-

ed to those assisted to emigrate by any charity organization oi

governmental agency. Transportation to America costs sc

little that local European authorities find it cheaper to unload

their poor and degraded upon us than to keep them at home.

Already our burden for public aJms is heavy, for it is estimated

that one in a hundred receives charity in the United States

even at this early period in our history, and the proportions

of the burden will be realized by tlaose who reflect that e\en

the great German army includes less than one in a hundred

of the population. I would say that the passport ought not

only to set forth that the one to whom it is given is not aided

in emigration by charity, but that he has not been a recipient

of public charity for the preceding twelve months.

No passport should be given to those assisted by the agents

of any land-grant railroads in the United States, or, in fact,

by the agents of any corporation.

Passports should be granted to those over sixteen only in

case they can "read and write. These restrictions are the

most important which occur to me. Any attempt to limit

immigration so as to exclude those who hold dangerous opin-

ions, is a suggestion at once so absurd and impracticable that

I hope no one who reads this book will require a demonstra-

tion of its folly.

The poorer quahty of a large proportion of European emi-

grants in recent years is seen in the sections of country from

which they emigrate. Formerly German emigrants came to

1 See his article on Immigration in the Andover Review for March.

I8S&
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us from the Rhine, and the prosperous, enlightened country

in the west of Germany. Now they come from the eastern

parts and PoUsh frontiers, the most degraded part of the

" Fatherland." Similarly, it is said that the poorest parts

of Ireland are now sending us their surplus population, and

that the Irish now coming to America are inferior to the

earlier Irish emigrants.

If it is said that this sort of protection to home industry is

an injustice to European countries, it can be replied that it

is not improbable that we shall be able to do most for the

advancement of human civilization in America if we do not

load ourselves down with a too heavy weight. America has

her part to play in the world's history, and if this is to be a

beneficent part, it is essential that we should amply protect

our own people and allow our institutions to develop natu-

rally from within, without violent assault from alien influences.

On the other hand, there are many questions which European

governments must sooner or later settle for themselves, and

I am not sure that we benefit humanity by receiving the

worst elements they send us, and thus enabling them to

prolong the existence of ancient abuses.



CHAPTER XIII.

AMERICAN LABOR NEEDS NO SUBSIDY.

I
THINK it was a French king who asked his wise men
to explain why it was that if you should put a large fish

into a pail filled with water, the water would not run over.

This puzzled them all greatly, until some one suggested that

it was not a fact that the water would not run over. The
king, indeed, had not stated that it was a feet. I am re-

minded of this story when I hear some of the current dis-

cussions on the tariflF.

It is said, for example, that the American manufacturer

must receive higher prices because labor costs him more

than it costs his European competitor, and that these higher

prices must be secured tlirough the action of a protective

tariff. But is it a fact that labor costs the American manu-

facturer more ? I doubt it. Wages may on the whole be

higher, aldiough even here, on account of unsteady emplo}--

ment, the difference is not so great as many imagine ; but

wages and the cost of labor are two quite different things.

The cost of labor depends upon two things— first, wages

paid ; second, the efiiciency of labor. WiU the practical man,

who pays $:r a day to his employes engaged in some manu-

facturing enterprise in Massachusetts, at once remove his

business to Georgia if told that employes can in the South

be procured in abundance for 51.50 a day? By no means.

He would be a fool to do it He will first ascertain many

other things about business, and he will iasdtute a dUigent
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inquiry into the relative efificiency of Northern and Southern

labor. He will say :
" The vital question with me is not

how much I pay a day, but how much will it cost me to get

a given piece of work done." Now when we thus compare

labor cost in Europe and America, it appears that in a large

portion of the industrial field the American manufacturer

has a decided advantage oi<er his foreign competitor, for it

costs him less to get a given piece of work done. The

American receives higher wages, but does so much more

work in a day than the European that his services are

cheaper and more desirable. Is not this plain? Suppose

I employ two men, A. and B. A. receives $2 a. day and B. S4

a day, but B. accomplishes three times as much in a day

as A. Who is the cheap laborer ? Here, as so often

happens, the current saying, "the best is the cheapest,"

holds true. An American bricklayer receives more per day

than a Dutch bricklayer, but he receives less per brick laid.

The same holds with regard to wages per day and wages per

piece in certain grades of spinning, and one who is familiar

with the details of manufacturing in Europe and America

can give examples in abundance. Mr. Schoenhof has looked

carefully into this matter ?,nd made a report to the Depart-

ment of State, which was noticed in The Sun in its issue for

December 21, 1886. It appears that in the manufacture of

silk in an English mill the average earnings of the employes

were $2.25 a week, while they were S5.50 a week in an

American mill with which Mr. Schoenhof was acquainted.

Nevertheless, the American operatives did so much more
work that the results were cheaper in our country. A factory

near Frankfort-on-the-Main in Germany pays 21 cents per

pair for making the uppers for ladies' high top button gaiters,

while the price paid labor for the same services in Lynn,

Massachusetts, is only 1 1 cents. .\ pair of boots can be manu-
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fectured in Lynn and laid in boxes for 33 cents, which is far

below the German cost, although the German laborer re-

ceives $3.38 per week, on the average, and the American

$9 per week.

It is not true, by any means, in all industries in this

country, that the cost of labor is less, but it seems probable

that, on the whole, we are quite capable of holding our own
in this respect. As a rule, high-priced labor is cheap labor,

and labor for which little is paid is worth little. I have

often been impressed with this fact in observing the effec-

tiveness of servants in those parts of the North with which

I am acquainted, as compared with the effectiveness of

Virginia servants. A house servant may be procured readily

in the small towns in Virginia for $5 a month, whereas ii: a

New York village you would be ver\- likely compelled to pay

$10 a month. Nevertheless, the Northern sen-ant accom-

plishes about three times as much, and is in reaUtj' the one

to furnish the cheap labor. A ' social protective tariff" has

been more or less discussed by political economists in recent

years. A "social protective tariff" means simply a tariff

designed to compensate the manufacturers for increased

labor-cost in a country where laborers receive high pay for

few hours, and enjoy other exceptional adx'antages. Some-

thing can be said on theoretical groimds in favor of this

proposition, but the difficulty in applying it is found to be

the feet that it is the laborers with long hours, low pay, and

few pri\-ileges who seem most to require protection. Eng-

land is the coimtry most dreaded in international competi-

tion, but nowhere in Europe are wages so high and the

number of hours' work per week so small. The English

workman has, in some respects at least, the advantage over

the American. He works only fifty-six hours a week, and

bis labor organizations are so strong that they can afford
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him better protection than American organizations. Labor

organizations in England have, in fact, passed through that

stage of existence in which American organizations still find

themselves, and are no longer obliged to struggle for the

right to exist. They are accepted as a settled fact. Arbi-

tration is more successful in England than with us, and

factory legislation is more highly developed. " Pluck-me "

stores were prohibited in England in 1833, whereas a Penn-

sylvania judge,— and Pennsylvania is a state where the

American system of protection is strongest,— in the year

of grace 1887, actually declared the law prohibiting payment

in kind unconstitutional, and that on the ground that Ameri-

can workmen must be protected in their freedom of con-

tract ! The father of one of my colleagues is an English

manufacturer of cotton, whose employes, to the number of

twenty, I believe, came to America to seek their fortunes,

and they all, without a single exception, returned to England

convinced that they fared better where they were. This is

not meant to depreciate the advantages of our country, for

on account of our still undeveloped resources there are

openings here, and particularly for the gifted, which can be

found nowhere in Europe. It does pro\-e, however, that our

superiority for the workman is not a clear case, and the

country we most dread in international competition is the

one where, with the exception of our own, wages are highest,

and where workmen actually toil fewer hours per week than

they do in our own. Some of the countries with the lowest

wages in the world are not at all felt in international

competition.

After all, it seems a strange thing to contend that a coun-

try with superior advantages cannot compete with one with

inferior natural gifts. It is like claiming that a man who
raises one hundred bushels of corn per acre will be drivea
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out of the market by one who raises only fifty. Yet this is

actually what some claim. What is the reason why wages

are high in the United States ? It is simply because Nature

has lavished her gifts as never before upon an intelligent,

enterprising, and industrious people. Labor and capital,

when government does not force them into unnatural chan-

nels, yield a larger return than in Europe. If you invest

a capital of say ^looo, and an amount of labor equal to

looo days' work, in America, you will receive a greater pro-

duct, more bushels of potatoes or wheat, or pairs of shoes,

than in a country like Germany. There is consequently

more to be divided among all those who take part in pro-

duction than in the Fatherland, and of this greater plenty

labor receives a share in higher wages. There is nothing so

veils the real nature of trade as the use of money as a

medium of exchange, and if one imagines transactions to

take place without the intervention of money, it helps won-

derfully to clear up many things. A farmer and two labor-

ers, let us say, produce, with a given investment of labor

and capital, one thousand bushels of potatoes, whereas a

German peasant, with his two hired laborers, produces only

six hundred bushels. Manifestly, there is less to divide

between labor and capital in Germany, and profit and wages

are both small. Now, there are those who want to tell us

that men working under superior conditions cannot hold

their own against those working under inferior conditions.

Is any one disposed to dispute the fact that our conditions

are more favorable for the creation of wealth? A Uttle

travel and careful observation in foreign lands must be suf-

ficient, I should say, to convince any fair-minded person

that our natural facilities are superior. Barren hillsides are

cultivated in Germany which would in America be neg-

lected. Why is this so, if not because the American farmer
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can do better than to expend his labor and capital on bar-

ren hillsides? Take railroad building. The grand oppor-

tunities for investments in railroad construction have in

Europe already been seized, and new investors are obliged

to be content with small returns on insignificant branch

lines. Go into an English or a German town, and you will

find capitalists and laborers eager for opportunities which

Americans would despise. Why? Simply because the grand

opportunities in old countries are very few. This may be

looked at from a still different standpoint. Will it be dis-

puted that the total wealth created in the United States is

large in proportion to our capital and our population? If

not, then the entire point is conceded. The tariff laws

create no new wealth, and our larger wealth creation can

only be traced to our better advantages.

I desire, as soon as possible, to tell my readers what I

think ought to be done at the present time with respect to

the tariff, but I must beg them to be patient, because so

much ground must be cleared of undoubted fallacies before

it is possible to take a rational view of the protective tariff;

and when the word " fallacies ' is used, reference is had to

things which no man can believe when he once turns them

over in his mind and carefully analyzes them. These fal-

lacies, in fact, frequently amount to absurdities, and all the

absurdities by no means proceed from the protectionists.

However, I desire now to call attention to the fact that

England and Germany could not ruin all our industries,

even if their advantages were in everything superior to ours.

Many will say if foreign countries can produce more than

we with a given amount of labor and capital, they will drive

us out of the world's market, and even capture our home
markets. But how is this possible? Will they supply us

with commodities and take no return for them? If tha<



NO SUBSIDY NEEDED. 85

were true, the backward nations of the world would indeed

have an easy time of it, for other more highly developed

nations would supply them with commodities for nothing

on account of their inferiority. If, however, something is

taken in return, then the production of that something will

furnish opportunities for labor and capital. Perhaps, it will

be said, they will take their pay in money. If they do this,

the precious metals begin to leave us, prices will fell in our

country and rise elsewhere, and it wiU thus become profit-

able for foreigners to buy our commodities, which would

again turn the stream of precious metals back to us.

The truth is simple. It is relative advantages, and not

absolute advantages, which determine the course of inter-

national trade. If England can with ten days' labor pro-

duce either one hundred bushels of wheat or two hundred

yards of woollen cloth, and with the same labor we can pro-

duce seventy-five bushels of wheat or one hundred yards of

woollen cloth, England will not on accoimt of her superior-

ity furnish us with both wheat and cloth. She wiU fiimish

us with that commodity in which her advantage is greatest,

and we will send her that in which our inferiority is least

;

in other words, we will exchange our wheat for English

wooUen cloth. Both England and America wiU gain there-

by. Each wiU do that for which nature has best fitted her.

This is the way exchanges naturally take place between

nations. One may be superior to others in weU-nigh evety

branch of production, but each one will seek to find those

pursuits in which it has relatively greatest advantages. The

wealth of the world wiU thereby be increased. Had Eng-

land accepted our oflFer of reciprocal fi-ee trade in 1783,

and had free trade always obtained, we would have had

manufectures ; but it is doubtless true that a larger portion

of our labor and capital would have been devoted to
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agriculture, and farming would be a more flourishing pur-

suit, for it is in agriculture that our relative advantages over

European countries are most conspicuous. While not pre-

pared to join without qualification in Jefferson's laudation of

agricultural pursuits and his condemnation of manufactures,

I cannot but think we would fare quite as well if our change

from an agricultural people to a manufacturing people were

not proceeding with such a hot-bed rapidity, and if our

cities grew in size with a more regular and less feverish

haste. Has not, indeed, this unprecedented increase in the

population of cities been one of the chief causes which

have made them so corrupt and depraved that they are

regarded as a menace to our civilization?



CHAPTER XIV.

THE IMPORTANCE OF A WIDE DIFFUSION OF
ECONOMIC KNOWLEDGE, WITH A FEW INCI-

DENTAL REMARKS CONCERNING A GOVERN-
MENT TELEGRAPH.

IT was seriously proposed a few years ago to introduce

the study of political economy into the pubUc schools

of Belgium, and there can be no doubt that in a country

ruled by popular vote it is of the first importance that the

people should receive some training in early life in the ele-

ments of that science which is concerned with the funda-

mental conditions of national prosperity. A vers- little

knowledge of practical economics would make us a happier

and a still more prosperous people, and it is not necessary

for one believing this to hold exaggerated notions regarding

the achievements of poUtical economists. Political economv,

if it were more generally understood, could not prevent all

strikes and lockouts, but even a slight knowledge of the

nature of industrial society would do away with many of the

senseless controversies between labor and capital which are

so great a loss to us aU. Political economy is not in a posi-

tion to give an absolute and unqualified answer to the ques-

tion. Shall we have a government telegraph service or a

pri\-ate service in the United States at the present time?

Familiarity, however, with such discussions on the part of

the i)eople would make much that we hear on the subject

impossible, and force tiie advocates of various measures to
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confine themselves to valid arguments, and thus to help us

to arrive at a rational decision. A presentation of the claims

of the Western Union Telegraph Company at Washington

a few weeks ago has attracted a great deal of attention, and

yet this presentation involved an error which to one who

knows anything about the principles of the telegraph service

is as palpable as the assertion that three times six are nine-

teen is to one who knows the multiplication table. Nowhere

else, it was maintained, can a message be sent so far for so

little money. But what has distance to do with proper tele-

graph charges ? \\1iy should more be charged for sending

a message a long distance than for sending one a short

distance? Does any one imagine now that anything is

carried? There is a sUght difference in cost between

messages sent for a long distance and a short distance,

especially if it is necessary to " forward " or re-telegraph the

message, and the greater length of lines involves a small

additional investment of capital. Nevertheless, the differ-

ence is a minor matter, and, with the exception of Russia

and Turkey, every country in Europe disregards it, and has

one charge for all domestic telegrams regardless of dis-

tance. It is like the case of the post-office. Rowland

Hill introduced his celebrated reform, the penny-postage

system, by analyzing the expenditures for carrying letters

and presenting the results of his investigations to the pubhc.

It costs something for the post-office to receive letters, can-

cel the stamps, sort them and send them on the way. It

costs something at the other end of the route to, sort and

deliver the letters. Here are two elements of the total cost,

and the third is actual transportation, and this Hill showed

was on each letter so insignificant that it could advanta-

geously be neglected altogether. Thus cost was seen to be

nearly identical for all letters, and the true interests of all
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were promoted and admiDistiation simplified by one uni-

form charge. Similarly, we have one unifonu charge in

most comitries for telegrams, and this is 12 cents for 12

words in England; in Germany, 17 cents for 10 words; in

Belgium, 9 cents for lo words. Germany's charge is the

highest, I beUeve, in Western Europe. Now, what about

long-distance telegrams? No European countr\- outside of

Russia has an)- long distances Uke ours, and when a tele-

gram is sent three or four thousand miles in Europe it be-

comes an international telegram, and charges on interna-

tional telegrams are based on diiferent principles, and are,

ver\- properly, higher than for domestic telegrams. The
receipts on international telegrams must be divided between

two or more countries, and are higher on that account, as

well as for other reasons, on the same principle that it

usuallj' costs more to send a parcel a gh-en distance when

it f)asses through the hands of two express companies than

if it is carried the whole distance by one.

It was farther asserted that the telegraph service was a

loss to England. It was not mentioned that this is due to

two simple fects : One is, that England paid an exorbitant

price for her telegraph, and that the interest on this ouday

is reckoned among expenditures ; and the other, that there

had been a recent reduction of lift}" per cent, in charges,

and, like post-ofl&ce reductions in charges, the first effect

of such a measure is sure to be a loss, although in a few

years a profit results therefrom. Neither was it mentioned

that other countries derive a profit from their telegraph ser-

\vx. AH these are a few simple elementarv' facts, and yet,

through ignorance of these, a people may be easily deceived.

TTte Sun recently mentioned a matter in this connection

which is worthy of serious consideration, and that is, the

increased patronage. The Sun did not commit itseh, but
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simply called attention to the matter. Other newspapers

have, however, spoken of it as an insuperable obstacle in

the way of a government telegraph. Yet famiUarity with

Economic discussions ought to show one that there is an-

other aspect to the case. Our federal civil service is bound

Jo increase, and there are those among my readers who will

live to see it double its present dimensions. This is inevi-

table, because the expansion of the country must bring with

\t increased federal business, unless, indeed, all government

business, army and post-office included, is handed over to

private corporations ! Now, it strikes me that the real

danger is this : that our civil-service force will gradually and

imperceptibly grow until we have 100,000 more federal

employes than at present. That is precisely similar to what

(las happened before. A danger which creeps upon us

inawares is a serious one. Should, however, our federal

jmploy^s be increased by 18,000 at once, that would force

jpon the attention of the people the principles of sound

administration, and the danger of an abuse of poUtical power

for partisan ends. The result could hardly fail to be most

salutary.

Although this is a somewhat longer digression than I in-

tended, I do not regret it, for there are certain aspects of

the tariff question which can be profitably treated in con-

nection with other problems of the day, and they will be so

treated in this and some of the succeeding chapters. The
whole topic of the desirability of a wide diffusion of eco-

nomic knowledge was suggested by the receipt of a protec-

tionist campaign document while I was writing my last

chapter. This was addressed " To the Laboring Men of the

United States," and is su full of popular fallacies that it

requires a somewhat lengthy treatment. It is one of the

things which are only possible because in industrial affairs
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people have not yet got so far as the multiplication table,

and do not know that three times six are eighteen— not

nineteen. It is not the question of free trade or protection,

but the question of valid arguments, and rational action

must proceed from such arguments. Again, it seems neces-

sary to protest that no one contemplates any action which

will overthrow manufactures that have grown up under a

protective tariff. There are reasons why that should not be

done, and why aU the industrial interests of a countrj- would

suffer if that were done. These will be presented in due

time. Now we are concerned with the campaign document

which hes before me.

"The receipts of the government," it is stated, "are

more than necessar}- to pay the expenses, consequendy they

must be reduced by the enactment of new tariff laws. The

Democrats projKise to lessen the receipts by reducing the

tariff, and this ^vill flood the country with foreign goods

made by the pauper labor of Europe, and must necessarily

take that much labor from our American workingmen. The

RepubUcans propose to reduce receipts by abolishing the in-

ternal revenue tax laws and raising the tariff on foreign

goods to such a point as to prevent them coming into our

country, and thereby give to our workingmen the right and

priN-ilege of making goods to supply our home markets.

Every article brought into this countrj' that took ten daj"?'

labor to make it, takes just ten days' labor from o»rr people

;

this fact is too plain to be contradicted. The free-trade

capitalist wants the tariff reduced, because his money will

then buy more of the products of labor. In other words,

he says to you, ' I want the privilege of bu}-ing wherever I

can buy the cheapest, and with free trade you must work for

the same wages now paid the pauper labor of Europe, or I

will buy European goods.' With a tariff that will protect
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our American industries, there will be such a demand foi

labor that legally organized labor can demand of their em-

ployers fair and just wages ; but with a low tariff you render

it impossible for your employers to pay you good wages, be-

cause they must sell their products in competition with the

products made by the low wages in Europe. In the first

nine months of 1887 there were about 1,500,000 tons of for-

eign iron brought to this country. Now, if this iron had

been made here, it would have given out I3 2,000,000 of

wages to our own workmen, and that would have employed

during that time 80,000 men. This is but one- article of

manufacture, and so it is with a multitude of other articles

now coming into this country, but which your votes can

keep out. This country should make laws to protect our

own workmen, and not the workmen of England and

Europe."

This opens up a great question, the ramifications of which

affect our daily Kfe in a thousand ways. I mean the relation

which exists between spending money and giving employ-

ment to labor. This will be considered in the next chapter.



CHAPTER XV.

THE SEEN AND THE UNSEEN.

SHALLOW as he was, Frederic Bastiat undoubtedly said

many good things, and is entitied to our gratitude for

ha\Tng cleared up, as no one else, some of the first princi-

ples of economics. Perhaps one of his happiest efforts was

his exposition of the diflerence in industrial societ)' between

that which is seen and that which is not seen. A worth}-

shopkeeper, Jacques Bonhomme, is enraged because his

careless son breaks a pane of glass, while tlie spectators who

gather about the scene offer the father this consolation :
" It

is an iU wind that blows nobody good. Everybody must

live, and what would become of the glaziers if panes of glass

were never broken?" ^\'ho among my readers has not heard

similar expressions of opinion ? And how many of them are

there who do not feel that there is a certain justice in the

\-iew of the indifferent but good-natured spectators ? I re-

member a report which reached me three 5-ears ago that a

warehouse in Baltimore was destroyed by fire. I was in a

small coriipany at the time, and a yoimg woman, of at least

average intelligence, made the remark, " It is time the old

building did bum down, and give workingmen a chance to

get employTnent. It has been standing the last fifty years."

Some time previously a good friend of mine, a lady of con-

siderable means and a devout member of one of our leading

churches, told me that she considered it the duty of the

wealthy to spend money on dress, in order to give employ-
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ment to labor. A clergyman whom I esteem was recently

reported as raising objection to the Charity Ball on religious

grounds, but admitting that, after all, it was a good thing for

dressmakers and other employes who were engaged on the

elaborate toilets, as well as for the merchants, who sold thou-

sands of dollars' worth of goods.

At the close of the last chapter I made a quotation from

a high-tariff campaign document to the effect that 1,500,000

tons of iron brought to this country from Europe ought to

have been produced at home, as in that case ;?3 2,000,000

would have been spent for wages in our country and 80,000

men would have received employment for nine months.

Let us examine these various opinions with some care, for

they are all closely related. Certain phenomena are seen in

each instance. The glazier receives six francs for putting

in a new pane of glass, and he is happy because he has an

opportunity to earn some money. The warehouse burns

down, and bricklayers, carpenters, and masons are employed

for several months in putting up a new building. The

wealthy lady spends ^200 for a single dress, and the mer-

chant who sells the material, and the dressmaker, are both

pleased, precisely as those are delighted who minister to the

wants of the belles at the Charity Ball. The high-tariff peo-

ple shut out foreign products and point to our busy work-

men engaged in manufacturing those things which, but for

the tariff, would be imported. All these things are seen and

observed of all men, but there are other phenomena of

equal importance which pass unnoticed. Jacques Bon-

homme, the shopkeeper, was just on the point of ordering a

new pair of shoes for his wife, for which he expected to pay

six francs. These shoes he is now unable to order on ac-

count of his loss, and the shoemaker misses his opportunity

to earn six francs. This is that which is not seen, but it is
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beyond all controversy that no additional employment has

been given to labor because the careless son broke the pane

of glass. The shopkeeper's wife is, however, put to the

shame and mortification of wearing old and patched shoes

;

and from all this we see that society is poorer on account

of the broken pane of glass. There is a smaller quantity of

commodities to be enjoyed by the various members of the

community than there would be otherwise, and suffering en-

sues. So it will Hkewise be discovered that loss and waste

in the other cases are simply loss and waste, and no amount

of sophistry can make them anything else.

We see the men putting up a new building on the site of

the old, but that which is not seen is a decreased expendi-

ture somewhere else, and yet there is scarcely a doubt about

this. Possibly the insurance company which sustains the

loss decides on that account not to construct a new building

for its own use as it had intended, and thereby the demand

for labor is diminished. It is more probable that it is

obliged to refuse a loan which some builder desired for the

purpose of carrying forward improvements. Or, the com-

pany may be obliged to lower dividends, and on account of

diminished means people buy fewer hats, shoes, coats, and

other things which they need. My good friend who spends

;?200 on a single dress sees employment given. She does

not perceive that if she had given twenty calico dresses to as

many poor old ladies, quite as much work would have been

given to sewing-women. Extravagance finds no justification

whatever on the plea that it gives employment to labor. A
possession of money simply means that a person has con-

trol over a certain amount of labor and capital, which may

be directed in any channel one pleases. I may so use my
money that labor and capital shall minister to my wants and

to my pleasure, or so that labor and capital s'.iall minister to
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the wants and pleasures of others. When I do the one 1

show that I love myself; when I do the other I show that I

love my neighbor. One man spends ^200,000 on a private

house ; another, ^200,000 on a public library building. La-

bor is employed in either case, but in the one an individual

derives a selfish advantage therefrom, and in the other the

advantage is generously conferred on the public. I know a

school in which poor ignorant people are trained to use-

ful occupations at the same time that the mind is instructed.

The sum of ^1500 endows a permanent scholarship and

keeps one person there for all time. That ^1500 furnishes

directly as much labor as the same money spent in a feast,

and indirectly it furnishes a thousand times as many oppor-

tunities for employment, because graduates go forth from

this school skilled, inteUigent, and honest laborers, increase

the wealth of the country, and help to organize industry on

a solid basis. I have known ^1500 to send one hundred

boys from the slums of New York City to the West, where

most of them— not all of them, but the great majority—
become honest, respectable, hard-working citizens, who all

their lives long furnish opportunities for labor in the com-

modities which they purchase. When the boys were taken

West, the ^1500 gave employment to labor on railroads and

hotels and boarding-houses, just as much employment as

the same money spent on Charity Ball costumes would have

given, and thereafter it furnishes a thousand times as much
employment. The faithful, conscientious person, who will

take the trouble, finds endless opportunities to spend money
so as to help others, to lift them up and prepare them for

useful careers, and needs never spend money on self to give

employment to labor. My friend may be right in spending

;?200 on a dress. She must answer for that to her own con-

science ; but she spends it, if she understands the conse-
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quences of her own acts, simply because she wants a beauti-

ful dress, and considers it in this instance justifiable to pre-

fer her own happiness to that of others.

Now let us return to the tariff. We see 1,500,000 tons of

iron enter the country. That is seen. We fail to notice

that in payment for this 30.000,000 bushels of wheat leave

the country, and that the farmers find a market for their

produce which would otherwise be closed. Our business

men are talking about foreign markets, but is any one in-

sane enough to think that we can sell to foreigners unless

we import fi-om them? And what would be the object in

such proceedings— in always sending goods away from the

country and never receiving any ? The thing which is not

seen is that if we stop importing we must stop exporting,

and that if we stop exporting we deprive our own home
labor of employment, and transfer employment which Amer-

ican labor might have to the so-called pauper labor of Eu-

rope. Ought it to be necessary to dwell on this in Bal-

timore ? Would we not have a flourishing trade with South

America in our own city did not the tariff render it impossi-

ble to import goods from South America? And is it not

true that because we cannot import goods from South

America we cannot export them? For how can shipping

thrive unless it has cargoes both ways ? And as we cannot

export to South America, are we not depriving American

labor of employment ?

Is there any one who would Uke to see us abstain from all

dealings with foreign countries? If it is good for us to

keep all our money at home, why is it not good for one sin-

gle state to abstain from all deahngs with other states ? And
if good for a state, why not for a city? Let us build a

high wall about Baltimore, and shoot the man dead who

comes in or goes out. That would keep our money at
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home. But why should not each family be sufficient unto

itself, and keep all its money at home ? I am a practical

farmer. Is it not foolish for me to send money away from

home for butter, eggs, potatoes, chickens, hams and the

like ? I could raise them if I desired. Why not do this ?

Because my time is worth more for other purposes. It is

only in a state of complete barbarism that each person is suf-

ficient unto himself and avoids exchanges with his neighbors.

Now if it is profitable for an individual to find out those

things for which nature has adapted him, why is it not ad-

vantageous for the people of a city or state or a nation to

find out those things in the production of which the Al-

mighty has given them facilities, and to exchange surplus

products with the surplus products of other cities, states, and

nations ? Surely it is thus that the most abundant opportuni-

ties will be offered to labor to find employment ; not merely

that, but the largest possible returns for its services will thus

be secured.



CHAPTER XVI.

THE BASIS OF THE CLAIMS OF POLITICAL
ECONOMISTS.

" A FAULTY political economy is the fruitful parent of

li. crime." This is one of the wisest of the many wise

sayings of Dr. Thomas Arnold. Everybody acts upon some

theory of political economy, for it is impossible for a rational

man to play his part in industrial society without having

some reason for his actions. A man who acts without rea-

son for his actions we call either an insane man or a fool.

But as soon as a man puts his reason for an industrial action

into words, he explains the economic theory, which under-

lies the action. Everybody must in the nature of things be

more or less of a political economist, and consequently

more or less of a theorist, for to act without theory and

without reason are one and the same things. Of (Jourse, the

reason given for an action may be valid or it may involve

all sorts of fallacies. Equally, of course, the theory of in-

dustrial action in a given concrete case put forward by a

business man may or may not be sourid ; but the moment

he begins an argument he becomes a theorist. Economic

theory treats simply of the principles which govern action,

and in its last analysis is based upon experience. A news-

paper published within a thousand miles of the Baltimore

City Hall has of late had much to say about free-trade theo-

rists and professors of political economy, who are teaching

their classes free-trade doctrines. I propose to make no
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special comment on these various squibs, which are both

amusing and entertaining ; but it may be well to say a word

about the claims of political economists in general, and

about the basis on which they rest, for these are involved

sooner or later in all economic discussions. Political econ-

omy is concerned with the facts of industrial life which it

attempts to arrange, classify, and explain. This involves a

treatment of past industrial life, the forces which have been

at work and which have made it what it is to-day ; finally,

an examination of those forces now at work, and which are

shaping the future. But why, it can be asked, should politi-

cal economists presume to instruct business men about the

facts of industrial life when business men are all the time

engaged in industrial life and make it what it is? Let us

see. You converse with a business man in Pittsburg, Penn-

sylvania, about those aspects of business which concern the

public, and he will very likely give you a theory which he

will claim is impregnable because it is based on facts with

which he is thoroughly famiUar. No poUtical economist can

convince him, he will tell you, that his theory is not sound,

for he kniows that it, is. Very well. Now go to New York

and converse with a business man, and he may dogmatically

lay down exactly the opposite theory, of which he is quite

as positive, because, as he says, he knows the facts. This

may suggest an explanation of the functions of the political

economist ; and, when even in the same city you find busi-

ness men of different occupations holding the most contra-

dictory opinions, it becomes evident that it would be desir-

able to have a class of men with a larger acquaintance with

facts to stand between these jarring factions. This is pre-

cisely what political economists attempt to do. A thought-

ful business man must often feel that he is in the position of

a man in a dense forest who, as the proverb has it, can only
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see the individual trees and not the forest at all. A politi-

cal economist is rather in the position of a man on an eleva-

tion who overlooks the entire forest and gets a better gen-

eral view than one in the midst of it, and can better tell him

how to escape from the forest. But tliis also suggests some-

thing else. The more minute and detailed knowledge of the

man in the forest itself is of importance. Should he without

reflection follow the directions of the man on the hill-top, he

might find himself hopelessly stuck in a quagmire which

could not be seen from a distance. Both the general and

the special knowledge are required ; and political econo-

mists who fail to accord due respect to the special informa-

tion of the man of affairs fall into most grievous error.

Mayor Latrobe acted with a full appreciation of this fact,

as it seems to me, when during his last term he selected the

members of the recent city tax commission, for he chose a

representative of business, a representative of the law, and

a representative of the science which deals wth taxation.

Industrial societ}', or, if a more popular term is desired, the

business world, is a thing which grows like a plant or an

animal ; and careful observation, coupled with accurate in-

ductive and deductive reasoning, enables us to discover the

laws of its growth, its health, and its disease. No organism

is, however, more complex ; and political economy is still in

its infancy, and while worthy of attention, its teachings must

undoubtedly be accepted with more or less caution. Politi-

cal economists, it is true, differ in important particulars ; but

I suppose these differences are not more radical than those

of physicians, or, in fact, than those of many other scientific

men, while it may be said that those respects in which there

is substantial harmony among them are still more important

than their differences. Now when, as is the case in the

general view taken of commerce, there is something ap-
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preaching substantial unanimity among economists, it is not

unreasonable to claim that this view deserves at least as

much attention as it receives. When a poHtical economist

sets forth his opinions, it should be remembered that these

are not merely his individual opinions, but opinions formed

in the light of a science which, if it is still in its infancy, has

nevertheless been pursued for one hundred years, and has

received contributions from some of the brightest minds of

modern times. Nor, when it is considered that the science

which deals with human beings living in society and consti-

tuting a living organism is the most complex and difiScult

of all sciences, can it be claimed that its progress has not

on the whole been encouraging ; while it is probable that

this progress is at the present time more rapid and more

hopeful than it has ever been before. It is further note-

worthy that political economists have not been " mere theo-

rists," if by that is meant men who have had no practical

experience outside of their own specialty. I have, on the

contrary, been struck by the fact, in reading the biographies

of political economists, that they were as a rule good busi-

ness men, some of them winning great distinction in pursuits

which are ordinarily called " practical." There is Ricardo,

for example, who on the English stock exchange outstripped

all his competitors and won so large a fortune at an early

age that he was able thereafter to devote himself exclusively

to ' intellectual pursuits. Few men have done more for

economic science, though strange as it may seem, this prac-

tical business man was the most purely abstract and theo-

retical— using that word in an ordinary sense— of all

political economists, and did harm in leading political

economists away from a careful observation of actual expe-

rience. Then in England we may also mention Henry

Fawcett, professor of political economy in the University of
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Cambridge, probably the best postmaster-general England

ever had. Robert Owen, extremist and radical though he

was, made, it seems to me, some important contributions to

economic science ; and he was for a long time regarded as the

most successful cotton manufacturer in Great Britain. He
was often spoken of as a " cotton prince," just as we call

certain men railway kings. One of the most excellent

works on banking was written by J. W. Gilbart, formerly

director and general manager of the London and West-

minster Bank, one of the greatest banking houses of London.
" Lombard Street, a Description of the Money Market," is

one of the standard works in economic hterature, and it was

written by Walter Bagehot, who was a practical financier,

as was the author of "The Theory of Foreign Exchanges,"

the Right Hon. George J. Goschen. When we turn to

Germany we can find scarcely one economist of note,

I think, who has not taken some practical part in the

government of his country, or of some of its local polit-

ical units, and that, so far as I have learned, with uniformly

beneficial results. Political economy has until very re-

cently been in a backward position in our own country,

but it is now rapidly taking a better position as a practical

science. One of the American contributions to economic

science is the work " United States Notes," by Hon.

John Jay Knox, whose reports as Comptroller of the

Currency are among the best things written on our

banking system. As president of "The Bank of the

RepubUc," in New York, it will be admitted that Mr.

Knox is now doing the work of a "practical" man. Our

national banking system itself, one of the best which the

world has ever seen, is to no inconsiderable extent due to

Dr. McVickar, formerly professor of political economy in

Columbia College. Gen. Francis A. Walker is to-day one
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of the most distinguished poHtical economists, and as he

has, in addition to other services, brought the Massachu-

setts Institute of Technology nto the front rank of such

institutions, he ought to receive the respect of the commu-

nity as a practical man ; for I will venture to say that to

manage successfully a great institution of learning requires

as profound a knowledge of men and affairs as it does to

build up a great commercial or manufacturing establishment.

Dr. James, of the University of Pennsylvania, has written the

best treatise in the Enghsh language on "The Relation of

the Modern Municipality to the Gas Supply," and by his

opposition to the sale of the municipal gas-works of Phila-

delphia has saved that city millions of dollars, and this

strikes me as an extremely practical thing to do. The best

treatise on public debts in any language is the work of Dr.

Henry C. Adams, professor of political economy in the

University of Michigan ; and to write an excellent work on

so practical a topic is certainly practical.

The truth of the matter is, political economy is a body of

knowledge as yet incomplete and imperfect, still of vast im-

portance, v/hich has been built up by the labors of those on

the one hand who were primarily business men, and secon-

darily political economists, and on the other hand by those

who were primarily political economists and secondarily

business men. A\'hile it may be true that political econo-

mists have often failed to give due weight to the special de-

tailed knowledge of those who are exclusively men of affairs,

it is equally true that we have suffered serious loss— a loss

amounting to hundreds of millions— because business men
have so often failed to master general economic principles.

Business needs political economy, and political economy
should diligently ajipropriate the teachings of business.

Dr. Arnold said— to return to my text— "A faulty politi-
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cal economy is the fruitful parent of crime." More might

have been added, for it is not only the fruitful parent of

crime ; it is the most fruitful parent of folly and consequent

misery. The last chapter in this work dwelt upon the im-

portance of phenomena not readily seen. It seems that a

few points are not yet clear. It is said " it is after aU better

to spend one's money in extravagance than to hoard it up."

Money " hoarded up " and " locked up " is something about

which we hear every day. ^Vhat is meant by these expres-

sions? Who hoards up money? No one in these da)^—
at any rate very few. Money is put in banks. Does any

one of my readers imagine it stays there ? By no means.

It is used in business and gi\'es employment to labor. Take

our savings banks. In one of them there are deposits of

over sixteen millions of dollars. Is this money hoarded up ?

By no means ; it is aU used. You see money employed in

building in Baltimore, and you say it is a good thing, for it

makes business and gives employment to labor. Where did

that money come from ? If any reader of this article will

talk with practical builders and practical bankers, I think

he will soon be convinced that that is precisely the money

which is in popular parlance hoarded up or locked up.

One of the first tilings which ought to be taught in schools

is that what is saved is spent. To save money does not

mean to spend less. It simply means to spend money in

such a way that something is left to show for it. Take two

mechanics, each receiving high wages, say §4 a day. One

spends his money in having " a good time." People like

him ; they smile upon him— whUe his money lasts, but no

longer— and say he "keeps money in circulation." The

other mechanic is careful, self-denying, frugal. " He hoards

his money," but he builds him a home. So it is seen, when

one goes below the surface of things, that the money saved
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has after all been spent, and just as much employment has

been given to labor. At the end of ten years your " good

fellow " is very likely impoverished and broken down, and

the thrifty mechanic has shown himself after all the better

man, the better father, the better citizen.

I know of nothing more pernicious in its consequences

than these shallow judgments which we hear about spending

money and " keeping it in circulation." It is the faulty

political economy which makes the man more popular who

spends ten thousand dollars on a feast than his neighbor

who " saves " ten thousand and builds six homes for work-

ingmen's families. It was this faulty political economy

which made the third Napoleon, the curse of his country

and of his generation, so popular in his extravagance, while

the frugal court of the Prussian monarch was setting his

people an example of industry and thrift which are now

making them both wealthy and mighty, dreaded by England

in the industrial field as much as by France in the military

field. It was this faulty political economy which led the

same newspaper to which I have already referred to suggest

that a great and grinding monopoly was not so bad a thing

after all, because its head men spent their money "royally."



CHAPTER XVII.

THE DIFFERENT KINDS OF MONOPOLIES, WITH
SOME REMARKS ON THE LAND QUESTION.

I
HAVE dwelt upon the importance of political economy,

and have endeavored to show that political economists

are practical men. I may add that poUtical economy, as it

is pursued to-day, is a most interesting study. " Every be-

ginning is difficult," says the proverb, and this holds with

reference to poUtical economy; but when one once con-

quers the difficulties of the beginning, no intellectual pursuit

can be more fasciaating than that which is concerned with

an examination into the nature, the development, and the

desirable constitution of industrial society. It may be

doubted, however, whether any one of the many topics with

which it deals is of more absorbing interest than monopolies,

while it scarcely admits of controversy that no economic

topic is less understood.

It is necessary in a discussion of monopoUes to divide

them into classes, for the principles which hold for one

class will be found inappUcable to another, and any effort to

lump all monopoUes together, and to treat them all aUke,

wiU produce confusion, both in theory and practice. Mo-

nopoUes are now discussed daily in the press in their con-

nection with the tariff, and trusts, and syndicates, but it

cannot be said that the discussion produces a great amount

of Ught It is, however, accompanied by growing indigna-

tion as the evils of certain monopoUes are more and more
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keenly felt, but this indignation is as likely to produce harm

as good, unless it can be directed into proper channels.

While it may be claimed that the indignation is righteous, it

is indeed a bold man who would be willing to say that it is

enlightened.

Monopolies with respect to ownership and management

may be divided into two classes, public and private. The

post-office is a public monopoly and is a national blessing.

The telegraph is a private monopoly, and the fact that it is

so is nothing less than a national calamity. Private monopo-

lies are odious. They are contrary to the spirit of the com-

mon law and of American institutions, and wherever or

whenever they exist, are a perpetual source of annoyance

and irritation. Public monopolies, on the other hand, are pro-

ductive of vast benefits when confined to their own proper

sphere. Modern civilization would give place to anarchy

should all public monopolies be abolished. The army and

navy and police are public monopolies, and when we see

great corporations, as in Pennsylvania, emplojing private

armies of their own, mercenary troops engaged of a citizen

of another state, thinking people look upon it with alarm as

incipient anarchy of the most malignant type. We must,

then, draw a sharp Hne in all our discussions between public

and private monopolies.

But monopolies may be divided into two different classes

from another standpoint. Certain pursuits are monopolies

on account of their own inherent qualities. These we call

natural monopolies. Legislation neither makes them mo-

nopolies nor can it prevent them from becoming monopo-

lies. All that legislation can do is to recognize the fact

that they are and must remain monopolies, and to act

upon it. There are other pursuits which are made mo-

nopolies by legislation, and these we call artificial monopo-
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lies. Patents throw around those engaged in the manufacture

of certain articles a barrier which shuts out competition.

The production of a new American book is an artificial mo-

nopoly, rendered such by a copyright. Legislation could,

if it were thought desirable, abolish both patents and copy-

rights, and thus do away with those monopolies which they

create. Switzerland is an example of a country which does

not grant patents, and thus does not create by means of

patents artificial monopolies. Tariffs, which shut out for-

eign competition, sometimes enable home producers to

form gigantic combinations which crush in a grasp of re-

lentless cruelty every attempt at competition within our own

borders. These combinations could rarely embrace the

entire civilized world were every feature of protectionism

removed from our tariff legislation. These pursuits are,

therefore, also artificial monopolies, and they are daily in-

creasing in number to the consternation of the public. Per-

haps I ought to make an exception when I say that the

increase of monopolies of the artificial sort is viewed with

alarm by the public. Socialists view it with satisfaction,

because they believe that competition in industry is an

evil which ought to make way for complete and perfect

monopoly in every pursuit. Socialists see in trusts and syn-

dicates nothing but the remorseless march of monopoly,

which they have long predicted will never cease until con-

centration of business becomes complete. The last stage

in this evolution, according to their doctrine, is the transfer

of monopolized business to public control and the conse-

quent inauguration of the socialistic state. The capitalists

engaged in these combinations are hailed by socialistic

writers as fellow-socialists, and the socialistic tendency in

trusts and other artificial monopolies admit of no doubt.

When we come to a discussion of artificial monopolies, we,
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in fact, touch the only really -dangerous socialism in the

United States. Those who spend energy in fighting the

socialism of the doctrinaires who write books and deliver

lectures are, in my opinion, simply Don Quixotes attacking

windmills. " The game isn't worth the candle," and that is

the reason why— if a personal explanation is in order—

I

have never spent much time in criticism of the socialists. I

have believed there were certain truths in the teachings of

scientific socialism which it is well enough to notice, but the

prospect of professed socialists ever gaining an ascendency

in America has seemed to me so remote a contingency that

I have never thought it worth while to spoil pen and paper

and waste ink in exposing their errors. The results of

years of study, reflection, and investigarion have convinced

me that the only dangerous sociaUsm in America is mo-

nopoly controlled by private greed. This is sufficiently im-

portant to justify us in giving some attention to the views of

one of the most rational socialists, who sees the approaching

triumph of his faith in the " trust." I refer to Laurence

Gronlund, who, in his new work, " Qa Ira, or Danton in the

French Revolution," speaks of the socialistic tendency of

business in America in these words :
" Of the movements

by individuals, the most significant is that toward production

on a large scale. By ' production ' should also be under-

stood transportation and commerce, for they add \-alue to

the product, just as well as does the labor of the opera-

tives on raw materials. All that is necessary here is to note

this tendency, for all admit that production everywhere—
the most trivial as well as the most important— is being

concentrated in the hands of richer and richer employers,

of larger and larger corporations.

" But there is one feature of this concentration that de-

serves special mention because it is novel, and as yet it
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seems confined to the United Sutes. where the capitalist

s^retem is more unfettered than anywhere else. It is what is

called the Trust. This is monopoly in its most concen-

trated form. Suppose the presidente of all the incorporated

comptanies in a given branch of industrj' in the whole comi-

tiT,- assembled, and one of their number in whom they aD

have perfect mst— hence the iiame— selected to perform

the function of jTscluli manager, with power to determine,

autocratically, how much each company is to produce, and

consequendy its share in the proceeds, and you hare the

'nnsu" It differs from a 'pool' in this, that none of the

parties can withdraw. The indiWduahty which the law

confers on each company hy the act of incorporation is

merged in the "trust,' over which the State has not the least

control : indeed, the whole arrangement is kept as perfect

a secret, as far as the pubhc is concerned, as possible. . . .

It is easy to see, that, when these • trusts ' become general,

and that is oiity a qu^tion of very shon time, they will rev-

olutionize our present system, for they mean the destruction

of competition, which then will be utilized simply to crush

their weaker rivals. Soaie of our newspapers, on getting

wind of these ' trusts." have become alarmed, seeing in them

terrible furure dangers to the Stars, and that, indeed, they

would be ; they would instirate a new slaverv. the most for-

midable slavery that ever existed, if evolution would stop

there. But it will not That is why this movement is at

the bottom, an uiuonscwus one; the capitalists engaged in

in it are, unconsciously, the greatest revolutionists in the

world.

•• Xow this concentration ^ows us what is going to be

one important feature of the new social order— shows us

^i\2x. froducticn on the larrcst pcssirk scale will be iht onh

practica' mode ./production in Ae/utiire."
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It is not necessary to dwell longer on the tremendous

practical importance of a discussion of monopolies. No

problem of to-day is so pressing, and it is, indeed, as a part

of the general growth of monopoly, both a cause and a con-

sequence of monopoly that protectionism is most deserving

of attention.

We will begin the discussion of monopoly by a treatment

of natural monopolies, because that will help to clear the

field and render the characteristics of artificial monopolies

more readily comprehensible.

There is one natural monopoly which stands apart by itself

with peculiar qualities. It is land. Land was not made

by man, but was given to man ready made. It was a gift

of nature, or, if you please, of God. But so much was given,

and no more. The amount that man can add to land or

take away from it is so utterly insignificant as to be un-

worthy of notice. The most tremendous practical conse-

quences flow from the fact that land is a natural monopoly,

and the so-called land question deserves all the attention it

is receiving. It deserves even more attention than it is

receiving. I would gladly take, up this question and dis-

cuss it carefully, were it not so large a question. It would,

however, require all the remaining papers of this series even

to sketch it in outline. It may be said, too, that important

as this question is, the amount of land in proportion to our

needs is still large, and it is a problem of to-morrow rather

than of to-day. However, it is sufficiently a question of

to-day to warrant indignation at the way in which our pubhc

domains have been squandered and empires of valuable

lands have been conferred on private corporations. The

more vigorous efforts— inadequate as they are— to guard

the interests of the public against land plunderers are en-

couraging. It is to be hoped that a further step will be
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taken and that the Pre-emption, Timber Culture and Desert-

land Acts will be repealed. The Homestead Act should be

the only settlement law of the country, and even that I

should like to see amended, although I \nll not take time

to describe the desired amendment here. Unfortunate as

have been some of the phases of the agitation of Henry

George, I cannot but think that the world owes him a debt

of gratitude for placing in a clear Ught before the masses the

fact that land is a natural monopoly. The ugly feature of

his agitation is his proposed confiscation of the rent of land

;

but the view which Cardinal Gibbons— if current reports

may be trusted— takes of his contemplated measure seems

to me most sensible. I do not beUeve it will ever appear

to the American people a just thing to take the property of

land-owners without compensation. I do not beheve that

the moral sense of the American people wiU ever tolerate

any serious steps looking to the confiscation of this species

of property. To me— whatever false accusation may have

been brought against me to the contrar}' notwithstanding—
it has ever appeared a cruel and unjust thing to do, and

thus I have always taughL However, it seems to me— as

to Cardinal Gibbons evidendy—a waste of breath to refute

the errors of Heruy George. They are not a U^^ng issue.

It is, however, worth our while diUgently to read a book

like " Progress and Poverty," and to gather fi-om it the use-

ful lessons which it undoubtedly teaches. With this I leave

the land question for the present and pass over to other

natmral monopoUes.



CHAPTER XVIII.

NATURAL MONOPOLIES AND COMPETITION.

EVIDENCE of the increasing indignation with which

monopolies are viewed by the public accumulates

daily. Mr. Rayner, who represents a Maryland constituency,

has brought a bill into Congress for the suppression of trusts

and other corporate combinations, while an investigation into

this subject has actually been ordered. A similar bill has

been brought forward in the legislature of New York, and in

Illinois proceedings against the Chicago Gas Trust have

been instituted. Can any question be more thoroughly

alive than this? And is it not worth while to carefully

consider the subject of monopolies in all its ramifications, in

order that we may know how to deal with it practically?

The truth is that we have come to a critical period in our

economic development, and a great opportunity is offered

our various legislative bodies to do something of permanent

benefit for the people. AVhen a learned judge, well-known

in Baltimore, heard some time ago that I intended to write

a series of articles on corporations, he sent me this message :

" Lay on and spare not." The time has come when legisla-

tors and congressmen may " lay on and spare not," and

feel sure that the people will support them. I dislike to

mention the name of Cardinal Gibbons again, because I

wish to keep this series of articles as free from personalities

as possible, but I cannot refrain from mention of his able

paper on the Knights of Labor, which, it seems to me, is a
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document of historical importance, and that on this accomit

:

He said in that letter that the time had come in the world's

history when the church should seek an alUance with the

masses, and should abandon special efforts to conciliate the

mighty in war, the powerful in trade, the great ones of this

earth, because in the future tlie control of the destinies of

the world rested with the people. It seems to me that

there never was so auspicious a time for a great popular

leader as now. Such an one cutting loose from die influence

of corporate combinations and all special interests, could

become a veritable Moses for the American people and win

immortal fame. But who has, on the one hand, the moral

character, coupled with the qualities of leadership, and, on

the other, the strength of intellect requisite for a correct ap-

prehension of our social, industrial, and political situation?

It is too much to be feared that this opportunity will be

allowed to slip by, and through failure to discriminate be-

bveen various classes of monopoUes and to treat each by

itself, absolutely nothing of permanent utiUty will be accom-

plished. The grangers in our West, rn states gained complete

control of sexeral legislatures and endeavored to restrain

corporations from domination in the future. But what did

they accompUsh? Something undoubtedly. Yet it may

be questioned whether corporate domination was ever so

marked in our ^^'est as it is to-day, and every one knows that

a considerable portion of what was done has since been un-

done. It strikes me that the farmers have been worsted in

the conflict. Now, what is the reason that they have been

driven from their vantage-ground and routed ? Simply be-

cause they did not understand the nature of the subjects

with which they were dealing.

^Mien we hear speeches on monopolies now, and read

articles on combinations, one thought is found to be clearly
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brought forward, and only one. It is this : Competition is

our salvation ; competition is the life of trade ; combina-

tions prevent competition, consequently they are injurious

and should be abolished. Stated in this general form, the

proposition is not true. Competition is not always a good

thing ; competition does not always lower prices ; on the

contrary, it frequently raises prices ; competition is not

always a possibility ; competition has produced marvellous

results in those pursuits which are adapted to competition,

and the unwarranted conclusion is drawn from this fact that

competition everywhere and at all times is a good thing.

The practical danger which confronts us is this : that in

attempting to force the application of the principles of

competition to those pursuits which are not adapted to com-

petition we will miss our present opportunity and do more

harm than good.

There are certain businesses which are in their very nature

— by reason, I mean, of their own inherent qualities— mo-

nopolies. These we call natural monopolies, and any en-

deavor to regulate natural and artificial monopolies by the

same law is predestined to failure in the fiiture, as it always

has failed in the past. Had, indeed, the problem of natural

monopolies been solved in the past, there would be few

artificial monopolies, and these could be managed without

difficulty. Natural monopolies are the basis of all monopo-

lies of modern times.

The fact that certain businesses are natural monopolies

has been so amply shown both by actual experience and by

an elaboration of economic principles that I can scarcely

regard it as anything else than an evidence of ignorance for

any one to deny it
;
yet our habits of thought are so gov-

erned by principles of competition that it is difficult to

make this clear to those not accustomed to economic dis-
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cussions. I beg my readers, therefore, to be patient while

I attempt to explain very carefuUy, and at as much length

as this series of papers \till warrant, the doctrine of natural

monopoUes.

It wiU be most convenient to begin by an enumeration of

those businesses which are natural monopolies. They are

gas supply, street-car senice, highways and streets, electric

lighting, all railways, canals, bridges, lighthouses, ferries,

docks, harbors, natural navigations, postal service, telegraphs

and telephones. This, doubtless, does not include all nat-

ural monopoUes, but with the exception of land, which will

not be discussed, it embraces all the more important natural

monopoUes existing at the present time. It is claimed that

the regulation of these natural monopolies must be different

from the regulation of commerce, agriculture, and manu-

factures, because the underhing principles of these pursuits

aie peculiar. Now, it must not be supposed that competi-

tion is never felt by those who are interested in natural mo-

nopoUes. On the contrary, they at times feel the keenest

kind of competition. A pursuit is a natural monopoly

when it is excluded from the steady, constant pressure of

competition. When natural monopolies are engaged in in-

dustrial contests, these contests can after all scarcely be

called competition, and popular instinct feels this, for it

finds involuntary expression in language. We speak of

struggles between natural monopolies as war. " A war has

broken out between the gas companies," or between the

trunk Une railways, people say, and it is war in its character-

istics. It is destructive, and has, like war, a termination of

hostilities in \-iew. Competition, on the other hand, never

terminates. It is not a fierce and destructive onslaught,

but a steady pressure which tends to stimulate enterprise

and to bring about fair dealing. Compare a firm like Ham-
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ilton Easter & Co. with the Consolidated Gas Company.

The one is subject to assaults from time to time which

always terminate, and must as surely terminate as to-mor-

row's sun must rise, while it can scarcely enter into the

range of human probabilities that the other can ever termi-

nate. It is hoped that the difference is clear. If it is clear,

the reader will at once perceive the fallacies of those who

claim that government should no more send telegrams than

grind wheat into flour or convert the flour into bread. This

is a favorite argument with monopolists, and is thus stated

in a recent editorial in a journal published in a neighboring

city :
" There is no more reason why the government should

operate the telegraph than run the flour mills — less, in

fact, for everybody uses flour, while it is doubtful if even

three per cent, of the people use the telegraph." It would

be hard to pack more errors into one short sentence. The

one pursuit is a natural monopoly, the other not, and what

holds with one is not applicable to the other. Secondly,

charges for the use of a natural monopoly are part of the

expenses of business, and, like indirect taxes, are shifted to

the consumer and felt by everybody.

While certain pursuits are liable to be injured by war,

they are not and cannot be subject to the steady pressure of

competition. These pursuits are natural monopolies. U'e

will be helped to understand why they are natural monopo-

lies if some of their peculiarities are described, and I will

quote from a recent careful writer, and then pass on to a

further consideration of certain puzzUng phenomena con-

nected with natural monopolies :
—

" I. What they supply is necessary.

" 2. They occupy peculiarly favored spots or lines of land.

" 3, The article or convenience they supply is used at the
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place where, and in connection with, the plant or machinery

by which it is supplied.

" 4. This article or convenience can in general be largely,

if not indefinitely, increased without proportionate increase

in plant and capital.

" 5. Certainty and harmonious arrangement, which can

only be obtained by unity, are paramount considerations."



CHAPTER XIX.

NATURAL MONOPOLIES FURTHER ELUCIDATED.

THE qualities of natural monopcHes enumerated in the

previous article are sufficient to show one versed in

the principles of industrial society why those pursuits to

which these qualities pertain must be monopolies. They

can hardly be regarded as entirely satisfactory to one to

whom economic discussions are not familiar. It is said that

Agassiz could draw a picture of an animal if he but saw a

single bone which had once been part of its frame, because

natural laws which he had grasped showed him that the

peculiarities of the bone which he saw necessarily deter-

mined the structure of the animal which he did not see. It

is not enough, however, for us not versed in natural science

to see a bone ; we want a complete drawing of the animal.

It is similar with regard to economic institutions, only that

there is this important difference : political economy is not

so far advanced as natural science, and the political econo-

mist has not so marked an advantage in his specialty over

the ordinary man.

The reason why some pursuits are monopolies may be

stated in a somewhat different way. Why do men enter

business? To make money. This is the dominant motive,

and this keeps the world going. I do not mean that men

are not animated by other motives, nor would I have it

thought that even all commercial transactions can be ex-

plained by the pursuit of gain. I simply state that this
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motive is suflScient for our present purposes, and that ordi-

aarily, if a man in business is permanently— not tempora-

rily, but steadily, year after year— losing money, it is a sign

that his activit)' is wasteful, invohing a loss to the commu-
nity as well as to himself. Having fixed the fact la mind

that the dominant motive in business is gain, it follows natu-

rally that those business methods which }ield most gain are

bound to prevail and to drive from the field of competition

less profitable business methods, ^^'e have in these tsvo sim-

ple facts an explanation of natural monopohes. Businesses

of the kind mentioned can be most advantageously pursued

under the form of monopoly. The services or things which

they supply can be thus produced not merely for a smaller ex-

penditure of labor or capital, but for a far smaller expendi-

ture. There is, consequentiy, always an increase in gain for

those men interested in natural monopolies who can bring

about a combination; and this increase in gain is a con-

stant, never-ceasing attraction, tending to bring rivals to-

gether. It is a steady force, hke the attraction of gravita-

tion, and it will act in spite of aU legislative enactment. It

transcends in power any state legislature and even the fed-

eral Congress. But I go fiirther than this. From the stand-

point of political economy, which desires a cheap and abun-

dant production of goods and services, the monopoUstic

method of production for those pursuits which are natural

monopohes is not merely something inevitable— it is some-

thing desirable ; for attempts at competition waste the na-

tional resources and tend to bring about commercial crises

and stagnation in business. We want monopoly in gas sup-

ply, water supply, and the Uke ; the only question is, what

kind of a monopoly ?

Perhaps the tendency to monopoly will be made clearer

by an illustration. Let us suppose two gas companies are
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competing, and each has a capital of $1,000,000. The

total capital engaged in the gas business is ;?2,ooo,ooo. If

the two consolidate, the amount of capital already invested

will not be materially lessened, but expenses will be reduced.

Instead of two central offices there will be but one, and the

duplication of mains will be avoided for the future. Fewer

collectors will be needed, fewer men to distribute bills, fewer

men to put in meters, and the increased output of gas will

not be attended with a proportionate increase of cost. If

it costs a certain sum to manufacture ten million cubic feet

of gas, it will not cost twice as much to manufacture twenty

millions. This article can "be largely, if not indefinitely,

increased, without proportionate increase in plant and capi-

tal." There is, then, always a very considerable advantage

in combination.

It may be asked, then. Why are there so many attempts

at competition ? The answer is very simple. The number

of enterprises in gas supply which attempt legitimate com-

petition is extremely small, and can only be made by those

who do not understand the business. Most apparent at-

tempts at competition are simply raids on a company which

has a good business ; and the end in view is a division of

the business and a participation in the spoils. A test is

easy. When a new gas company is formed in the interest

of the " dear people," in order to give them, as it is usually

said, the benefits of competition, let the confident citizen

take the managers at their word and ask them to make a

contract to supply gas at the current low rate for a number

of years, and he will find that they will refuse. Rates go

down and a bitter struggle ensues ; but it is not competition.

It is a fight for mastery. The only question at issue is.

Under what terms shall we combine or in what manner shall

territory be divided ? This has no special reference to Bal-
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timore, for our case is but one of thousands, although I

beheve it rarely takes so long to come to an agreement.

Nevertheless here, as elsewhere, it is only a matter of time

;

and should in the future a thousand new companies be estab-

lished, the result would be combination, for natural laws

bring it about, and no one can help it.^ While we have the

testimony of reason, we are not restricted to that, for we

have the testimony of experience. It is probably within

bounds to sa)- that over three thousand, very likely ten thou-

sand, attempts at competition in gas supply have been made

in this and other countries ; and the civilized world has yet

to shau' thefirst instance ofpermanent, successful competition

in gas supply. And this natural monopoly is not different

from others, but is selected for special consideration because

it is more easily understood on account of the restricted

scope of action of a single gas company. It must not be

supposed that the amount of capital required for an under-

taking is an essential factor in determining whether it shall

be a natural monopoly or not, for this is variable, and it

often happens that a business always subject to competition

has a larger capital than one which has the field all to itself.

A bank may, often does, have a larger capital than a gas

company ; so may a dry-goods establishment. Professor

Henr}- C. Adams, in his monograph on the " Relation of the

State to Industrial Action," divides business into three

classes, namely: (i) those of diminishing returns; (2)

those of constant returns
; (3) those of increasing returns.

.An undertaking is a business of diminishing returns when
after a certain point, soon reached, an additional investment

of labor and capital is not attended with proportional re-

turns. Agriculture is the best illustration. .A.fter a farmei

1 Since I wrote the above a formal consolidation of the three Balt^

more gas companies has taken place.
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puts a certain amount of labor and capital on a field of com,

he says it does not pay to invest more. If com ought to be

hoed three times, it may be of some use to hoe it four times,

but the additional return will not be large enough to make

it pay. The fourth hoeing yields far less than the third, the

fifth far less than the fourth, and so on. Similarly, after a

farm of suitable size has been brought under cultivation by

one farmer, he will find that to extend operations, buy more

land, and put more labor and capital into agriculture will not

pay. Consequently, for one man to attempt to get a mo-

nopoly in farming is an absurdity. It cannot be done.

After a certain point has been reached, returns fall off, and

a man operating on a smaller scale has an advantage. Com-

merce and manufactures are businesses of constant returns.

After a business has attained a normal size, additional in-

vestments will be accompanied at best with constant returns,

and the manager will have no advantage over others by rea-

son of an excessive amount of capital. It is surprising how

far a gifted business man in our days can profitably extend

his business ; but every one reaches his limit, and, except in

case of artificial barriers, like protective tariffs, merchants

and manufacturers, like farmers, always feel the pressure of

competition. Enterprises which fall under the third class

are quite different. The larger the business, the greater the

relative profit ; and so there is always an inducement for an

enlargement of the field of operations.

But this is not all. When it is stated that a business be-

comes relatively more profitable in proportion as the amount

of capital invested increases, it is already granted that large

concerns have the power to crush small ones ; for if business

is more profitable, it is because production is cheaper, and if

the big man produces cheaper he will crush the little man.

The principles of competition are, then, totally inapplicable
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to natural monopolies. Competition is impossible, and at-

tempted competition wastes capital and ultimately raises

prices. The temporarily low prices during industrial wars

are Ulusory. Let us come back to the convenient illustra-

tion of gas supply. A practical man demonstrated before

an association of gas manufacturers recently that gas could

be made and sold for a handsome profit at fifty cents a

thousand. This demonstration was printed in a journal de-

voted to the gas interest, and I am not aware that among

themselves gas men have denied it. Yet there are few

American cities where it can profitably be made to-day by

existing companies for less than twice that, and even one

dollar a thousand is considered cheap gas. Why ? Simply

because destructive gas wars have wasted property, increased

the fixed charges which gas companies must meet, and

rolled up their capitalization out of all reason. No honest

man who knows anything about the business will deny this.

General John Newton said recently that gas in New York

City could profitably be supplied for sevent)-five cents a thou-

sand, and the high price he attributed to the wastes of com-

petition, as seen in the duplication of mains by rival gas

companies. Further proof of this statement is seen in the

fact that cities which supply their own gas and exclude com-

petition can do so for less than a dollar. Hon. Joseph

Chamberlain when in Baltimore told one of my colleagues

that the cit)- of Birmingham, England, purchased the gas-

works at his instigation when he was mayor, and that the re-

sults were most fortunate, .\nother colleague of mine, who

has lived in Manchester, tells me that he never paid over

sixty-four cents a thousand, and yet this price jields a hand-

some profit and has enabled the city to carry forward im-

provements without burden to the tax-payers. Some towns

in Scotland supply gas for less than fifty cents, and I have
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even heard of a twenty-five-cent rate, though for that I will

not vouch.

The following is an official statement of the gas-works in

Wheeling, West Virginia : City bought the works in 1871

for ^100,000. They were free from debt in 1880. Present

value ^500,000. Returns in 1887 were ;?39,ooo, from which

;?6ooo must be deducted for payment of city debt, and

$21,000 for "repairs, etc.," leaving $12,000 net. Rates,

$1.50, later $1.20, and now 90 cents.^ The number of in-

habitants is 35,000.

We ought to have gas for fifty cents in Baltimore. Now,

cheap gas is a great help to manufacturers, and especially to

those doing business on a small scale. Thus a correct pol-

icy in regard to this natural monopoly helps to keep compe-

tition alive by preventing all unnatural and artificial monop-

olies.

1 Since reduced to seventy-five cents.



CHAPTER XX.

THE PROPER METHOD OF DEALING WITH GAS
SUPPLY AND STREET RAILROADS.

SINCE I wrote the last chapter, a gentleman who has

lived in Belfast, Ireland, for some time has had the

kindness to send me a letter about the experience of the

people of that city witli the gas supply, and as it is merely

tjrpical, I will quote ^ome extracts from the letter :
" I have

had some experience of the gas supply for the town of Bel-

fast. About fifteen years ago the town councO obtained

powers to purchase the gas-works, etc., of the company then

supplying the town. The purchase-money was borrowed

from the government. At the time the council took over

the works the gas company were charging something like

five shillings (Si.20) per 1000 feet. Under the management

of the gas committee, the interest on the purchase-money

and the requirements of the sinking fiind for the payment of

the debt have not only been met, but the committee have

been able to make gradual reductions in the price to cus-

tomers. The price, I beUeve, is now two shillings and nine

pence (66 cents) per 1000 feet, and the profits would jus-

tify a greater reduction, but I understand the committee is

strengthening its position and continually improving plant

and machiner)-. When it is considered that Belfast has to

import all its coal from England and Scotland, it can readily

be seen that gas should be supplied at a very small figure in

towns conveniently situated to coal mines. Two years ago
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the Belfast gas committee held an exhibition of gas stoves

and gas-heating appliances, etc., and the exhibition has in-

duced many to use the gas for motive power and cooking,

etc. . . . Under the English 'Towns Improvement Act,'

town commissioners can obtain compulsory powers to pur-

chase gas companies, etc., if considered for the benefit of

the public. It would be a great blessing if such powers

were conferred upon town authorities in this country."

The American consul at Leeds tells me that the people

of that city are well supplied with gas at forty-four cents a

thousand.

There are several things w liich may be done in view of

the fact that the gas supply is a natural monopoly, and one

thing which clearly should not be done. It should never be

attempted to introduce or compel competition between

rival companies, for the result is only evil. Not one parti-

cle of good can accrue to the public by attempted compe-

tition. Streets are torn up and pavements are never prop-

erly relaid. This injures the health of citizens, for nothing

is better calculated to promote malaria, — as many of us in

Baltimore know to our sorrow,— and it wastes our property.

If it is urged that money is spent, I reply that such a plea

for competition proceeds either from ignorance or dema-

gogism. What is spent is wasted, and if not so spent, it

would have been employed in some other enterprise, very

likely a legitimate enterprise which would have really bene-

fited the people.

One of the things which may be done is to recognize the

fact that an existing company has a monopoly, and to make

it a legal monopoly in return for concessions. This was

done in a Southern city recently. It was proposed to allow

a rival comjjany the prixilege of laying pipes in the streets,

and supplying the citizens with gas, and the members of the
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municipal council were at firet carried away with the idea of

competition, and to what extremes men go in the direction

of a popular illusion is shown by the statement of one

member, that competition in itself was a good thing, even if

it accomplished nothing. A gifted young lawyer, however,

who had read James on Gas Supply, went before the council,

and, with every member against him at the sfert, was able to

convince them of the folly of rival companies. The result

was that the existing company agreed to limit its price at

once, and in a certain contingency to lower it in the future.

The proper method for the city authorities to follow in the

case of gas supply, provided it does not furnish gas itself, is

very simple. The franchise should be sold at public auction,

widely advertised, for fifteen years, when it should expire, the

city reserving the right of purchase of the works at the expi-

ration of the period for an appraised valuation. It should

be made clear that plant and other property of the corpo-

ration should be purchased only at their \alue at the time,

'• haxing regard to their condition and their suitability to the

purpose of the undertaking, but without any addition for

compulsory purchase, good-will, or future profits."

This method, or, in fact, any method of private ownership,

leads to entanglement of public and private interests, which

is demoralizing, for nothing promotes corruption like com-

plexity in administration, while nothing is more wholesome

than simphcity in administration. It is desirable to separate

by as sharp a line as possible pubUc and private undertak-

ings, and this end can best be accomplished by ownership

of gas-works by municipalities. It is on this account that I

recommend in my report as tax commissioner that the

Maryland legislature refuse hereafter to grant any charter

to any private corporation to supply gas or water within the

borders of our state. A constitutional amendment prevent-
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ing the legislature from granting any such charter would be

desirable. Nothing could be more calculated to prevent

corruption and purify government, for nothing has so cor-

rupted and debased our political life as private corporations

in control of natural monopolies. We have got so used to

municipal corruption that it seems to us as something inevi-

table, but suck is not the case. I have Uved for years in

cities in which the breath of suspicion never touched the

municipal government, where corruption and methods of

avoiding it were not at all the questions of the day ; and

when the Hon. Joseph Chamberlain addressed the students

of Johns Hopkins University, he claimed for municipal ad-

ministration in England that it was above reproach. It is

idle for us to say " we must wait until we become morally

better." I believe we are as moral a people to-day as the

English or the Germans. Our terrible corruption in cities

dates from the rise of private corporations in control of nat-

ural monopolies, and when we abolish them we do away with

the chief cause of corruption.

" But we must take natural monopolies out of politics."

It never has been done, and it is an impossible thing to do

— absolutely impossible. No gas-works, no water-works, no

street-car lines, no steam railways, are so thoroughly in

politics as those in the United States. Who is so innocent

as to think our great railway corporations " out of politics"?

Any one so simple would have done well to spend a few weeks

in the past winter in Washington or Annapolis and keep his

eyes and ears open. When I was in Berlin some years ago

I made a report on Prussian railroads, under the direction

of the American minister, Hon. Andrew D. White, for the

Department of State at Washington. Every facility was af-

forded me for my investigation, and my inquiry into the

political effect of state ownership, which obtains in Get-
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many, was most careful. Since that time I have followed

the development of the Prassian policy with some care, and

it cannot be charged -that I have been influenced by the

government view, for my favorite German newspaper— the

only one which I take — is bitterly hostile to the ejdsting

government. I make bold to say that to-day our American

railroads are incomparably more " in poUtics " than the

German railroads. Not only this ; those German railroads

which have been bought by the state, I believe, are less " in

politics " than they were when they were private property.

Why this must be so will be considered hereafter. But the

reader must not jump at the conclusion that I am going to

advocate complete pubUc o\vnership and management of all

natural monopolies at the present time in the United States.

I am going to do nothing of the kind. However, I unhesi-

tatingly advocate such ownership and management for gas-

works, and I challenge any one to instance a single American

cit)"— or, for that matter, any city, wheresoever situated—
which has gone over to public ownership and which regrets

it ; which, indeed, has not found that a corrupt pohtical in-

fluence was thereby removed and political life purified. The
most unfortunate city in the world with its pubhc gas-works

has been Philadelphia ; but when it was proposed to sell the

gas-works, £ind when a ring had " fixed " the council, as well

as many of the newspapers, there was such an outbreak of

popular indignation, with hints of the penitentiary-, that the

councU was terrified into doing its duty.

Street railroads are one of the most important natural

monopohes, and a tendency for pubhc ownership and man-

agement is beginning to become manifest. In the United

States, however, there is but one public street railroad, and

that is the one which is operated in connection with the

Brooklyn bridge. Although it is said to be the best managed

street railroad in the country. I am not prepared to advocate
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public ownership in Baltimore at present. What we want is

the New Orleans system, and that is what I have recom-

mended in my report on taxation. It is sale of franchise,

with reserved right to purchase all the property, that is, land,

buildings, horses, cars— in short, all the plant— at an ap-

praised valuation at the expiration of a short period, say

fifteen years. In this, as in every case of natural monopoly,

it should be made perfectly clear that no compensation

ought to be granted for compulsory purchase, good-will, or

expectation of future profits. This yields a large revenue to

the city and leaves the people free at the expiration of each

period to adopt any system of street railroad service which

they see fit. It works very well in New Orleans, where in

1886 nearly one-eighth of all municipal expenditures was

defirayed by the sale of a single franchise for twenty-five

years— the maximum period for which one should ever be

granted.

When the first fi-anchise was granted in Baltimore, in

1859, the mayor of the city appears to have been a man of

rare integrity, for through him the right to acquire the most

important street railroads at the expiration of each period

of fifteen years, was reserved to the city, and in 1889 the

city again comes into possession of a most valuable privi-

lege. A franchise which now yields nine per cent, of gross

revenues could be sold probably for twenty-five per cent.

In New York City a franchise has been sold for forty per

cent, of gross revenues, and in Buffalo, New York, half the

size of Baltimore, thirty per cent, was offered for one.

What I should like to see, however, is the introduction of

another system, which is hinted at in one of our acts of in-

corporation ; namely, reduction of fares. There is not a

shadow of a doubt that passengers could be carried in Balti-

more for three cents— more than is charged in Berlin,

where the companies must keep the streets paved from
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curb to curb, must provide each passenger with a seat,

must, in lajing tracks, have some respect for the rights of

owners of vehicles, and do a thousand and one things which

an American corporation does not dream of, to say nothing

about that fact that in 191 1 their entire property reverts to

the city without compensation. The report of the tax com-

mission— and in this respect there was unanimity of opin-

ion, for the other members agreed to my report— speaks

of rendering proper methods of dealing with natural mo-

nopoUes compulsory upon legislatures and municipalities.

The people must do this, for their representatives in our

da}^ of "government by special interests " love corporations

better than they do the people.' It was for a long time sup-

posed that the people had no rights which anybody was

bound to respect, and you could even find professing

Christians— men who claim that they love their neighbors

as themselves— bartering away for a mess of pottage the

rights of the public, women and children, and even unborn

generations. Were Christ on earth, I expect He would call

them liars and hypocrites. However, imprisonment of New
York City aldermen in Sing Sing, and the conviction oJ

Jacob Sharp, even if it proved a fiasco in the end, has

helped to clarify somewhat the ideas of men -mxh regard to

the rights of the public. What is xow needed is em

E\'ERY CITY A PUBUC PROPERTY' DEFENCE LE.\GUE TO W.ATCH

THE DTTERESrS OF THE PUBUC, AXD TO HUNT D0^\"^ .AST)

SEND TO THE PESTTENTLARY THOSE WHO FORGET TIAt PUBUC

OFHCE IS A PUBUC TRUST.

1 A gentlemzm who su^ested to certain office-holders in the Balti-

more City Hall that the cit)' should acquire the franchises which expire

in 18S9, was told that " \Ve do not want to speculate oflf our own citi-

zens."' That is what they call protecting public property and pubUc

rights : " speculating off our own citizens." It is not difficult to imag-

ine the causes of such strangely perverted moral views.
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WATER SUPPLY AND ELECTRIC LIGHTS.

THE next natural monopoly to be considered is water

supply, and comparatively little need be said about

this, for the principles which control it are precisely like

those governing the gas supply, save that the reasons for

public undertakings are still stronger. It is more easily

managed, and the importance of general use of water ia

large quantities . cannot be overestimated. One of our

special blessings in Baltimore is our abundant supply, and

it is questionable whether any special charge should be made

for its use. Certain it is that the advantage of our public

service over any private service must be measured by millions

of dollars. It is true that on account of our water supply the

number of municipal employes is larger than it would other-

wise be, but he would be a bold man who would claim that

our water supply has corrupted our politics a hundredth

part as much as natural monopolies owned by private cor-

porations. I have made special investigation of watei

supply in several towns, and I have yet to find one instance

in which-municipal self-help did not work better than the be-

neficent paternalism of private corporations. I have looked

into the experience of a whole group of towns in New York

state, and they all tell one story. I have before me as I

write complete and trustworthy returns of two or three

of these, procured with some labor by the exertions of

friends. The experience of Randolph, in Cattaraugus County,
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New York, tells the stoiy for all. A private company
wanted to put in water-works, and the lowest bid which they

could be induced to make was $28,000, and that was under

condition that the town should subscribe for stock. The
charge for water was to be Sio for a household, with addi-

tional charges for extra faucets, closets, etc., ia proportion

Randolph finally buOt its own works for a total cost of

$20,299.86, and with a charge of S4 for each household,

instead of |io, is making a profit. Everybody is delighted

with the experiment.' Gowanda, in the same county, has

1 The following statement was sent me by a gentlemen living in

Randolph :—

MEMORANDUM OF THE CONSTRUCTION AND OPERATION OF RANDOLPH

(CATTARAUGUS COU>TT, NEW YORK), WATER-WORKS.

Dec 19, 1885. Cost of construction to date . Si9,997 75

June 9, 1886. Building spring-houses and fen-

cing reservoirs 29 86

Sept 30, 1886. Cost of two extensions . . . 272 25

Total cost 120,299 86

Jan. I, 1888. 131 consumers paying a rental

per annum of S99I 00

The prices charged by water

companies to villages in this

section is $45 to $50 per hy-

drant We have 1 7 hydrants

at ^5 765 00

#1,756 00

Our bonded debt is #20,000, on which the inter-

est is four per cent per annum 800 00

The water-works are built on the gravity system.

Have nearly five miles of pipe laid, and the

total expenses of operating the first year were 75

Expenses of operating for 1887 2 40

The village has a population of about 1200, and
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had a similar experience, as have Fredonia and Dunkirk, in

Chautauqua County, while the neighboring city of Jamestown

tried the private corporation plan to its sorrow. The gen-

tleman who sent me the account of the Randolph experi-

ment writes me :
" As to Jamestown, I have heard nothing

but complaints." As I write, a gentleman who has entered

my office tells me about the still more unfortunate experience

of the people of Galesburg, Illinois, with private water-works.

They have been so annoyed by failure of the company to

fulfil its promises, and by perpetual litigation, that they

would now gladly purchase the works, which have been

idle for two years. Jamestown would gladly do the same,

and it actually secured the passage of a bill through the

legislature for the construction of gas-works, but it was

vetoed on some constitutional pretext. Bradford, in Penn-

sylvania, not far from these towns in New York, the expe-

rience of which I have examined, tried private water-works,

and, dissatisfied, finally bought out the private company,

and is perfectly satisfied with the experiment of public

water-works. The rates charged per year for one house-

hold by the company were ^20 a year, by the city $8 a year.

The works were owned by the company, for four years,

and complaints were made of inadequate supply, of impurity

of water, and high rates. An enthusiastic citizen of Bradford

writes that since the purchase of works by the city, they

there will be a good many more consumers.

Previous to constructing these water-works

for the village a company was partly organ-

ized here to build on another plan, and they

made a schedule of rates for household use at

per annum . . lo 00

With extra faucets, closets, etc., in proportion, I

enclose a schedule of water-rates from which

please see we make ours per annum ... 4 00
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" have the best water of any city in the United States, and

our fire companies and our fire protection cannot be beaten

by any city of our size." It is interesting to notice

that in Fredonia, New York, all the traditional arguments

against public undertakings were brought forward. It was

said that private enterprise was superior, that the public

always made a fiasco with its undertakings, and the hke,

and opponents of the measure specially called attention to

the Albany capitol, which has pro\ed such an expensive un-

dertaking for the state. This Albany capitol argument is

always made to do duty on such occasions. Good sense,

nevertheless, triumphed. The water-works were constructed

within the original estimates, and they are successful in

every respect. It would take a powerful microscope to

discern that these works have introduced any corruption

into village life. • The plan of private companies is to get

the towns to subscribe for a sufficient number of hydrants

at a sufficient sum for each to pay nearly the entire interest

on the total outlay, and all the other revenues are then clear

profit. A gentleman who is attorney for one of the large

companies engaged in suppl)nng towns with water-works

told me that his skill had been taxed in assisting them to

pump water enough into their stock. It had been watered

again and again, and it was stiU necessary to. add to it to

conceal the enormous profits.

AVhen we take up electric lights, we shall find no reason to

abandon the principle of local self-government and munici-

pal self-help. No organization is doing so much to throw

light on these questions as the American Economic Associa-

tion, and no organization is more deserving of the hearty

support of every patriotic American. One of its most use-

fill publications is a monograph on municipal public works,

from which I give a few facts. The part on electric light-
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ing is contributed by Charies Moore, Esq., editor of the

Detroit Evening News and is most interesting. Bay City,

Michigan, put in a plant in October, 1886, and supplied

hghts for ^42 each per year, whereas it had been paying a

private company $100 per year.

" Lewiston, Maine, owns its plant," says Mr. Moore,

" and by the use of water power has reduced the cost to 14

cents per lamp per night, or ^5 1. 10 per year. The plant for

100 arc lights cost $14,500; the cost of construction was

$450 per running mile. The price paid under contract was

from 55 to 65 cents for lights burning only till midnight.

Now, at a cost of 14 cents each, the lights burn all night."

Madison, Indiana, also appears to have obtained good

results from public works.

It may be asked, Why are these facts not generally

known? One reason is that so many of our great news-

papers are completely under the control of corporations,— for

other cities are not so fortunate as we are in Baltimore,— and

every instance of a failure of public works is heralded

abroad to the four corners of the earth, while examples of

success are not discussed. Who talks about our Baltimore

City Hall, which was built for 1 200,000 less than the appro-

priation, or the fine public building put up in Indianapolis,

Indiana, for less than the appropriation? These examples

are not isolated. Careful inquiry will reveal an astonishing

number. When, however, extravagance and comparative

failure characterize a public enterprise, like the capitol at

Albany, we never hear the last of it— as if private enter-

prise were not frequently a failure ! The truth is, private

enterprise generally, in its own sphere,— agriculture, com-

merce, manufactures,— goes far ahead of public enterprise

;

but in its own sphere public enterprise will in the long run

go far ahead of private undertakings.
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When we take up railroads we again turn from municipal

problems to state and federal problems, and we enter upon

a discussion which, while it is equally interesting, is more

difficult of comprehension, for the operations of this natural

monopoly are vast and far-reaching. Not only are the

principles somewhat hard to understand, but the correct

practice among us is not at once discernible, for it must be

granted that federal ownership and management of railroads

is a thing so far off that it does not enter into practical poli-

tics to-day. I will, however, try in my following chapter,

to make a few principles clear, and to lay down certain

practical rules which should govern us in our dealings with

railroads.



CHAPTER XXII.

WAR AND CONSOLIDATION THE RESULT OF
RAILROAD COMPETITION.

SOME years since I was passing a summer in a village in

Western New York, Fredonia by name. The only rail-

road which the Fredonians could then use in going to Buf-

falo, about forty miles distant, was the Lake Shore and

Michigan Southern, and the rates, three cents a mile, were

felt to be excessive for so old and thickly settled a country.

There was— as there still is— a provision in the charter ot

the old Lake Shore Road that fares should be reduced as

soon as dividends reached a certain point, which, of course,

they never have reached and never will reach. How the

people like to be humbugged ! But at this time a parallel

railroad, the " Nickel Plate," from Buffalo to Chicago, was

in process of construction, and the Fredonians were enthu-

siastic over the prospect of cheap tickets to Buffalo. I well

remember the exclamation of a lady on the street-cars,

" Now we are going to have cheap tickets to Buffalo !
" and I

can see as if it had happened but yesterday the attorney for

the "Nickel Plate," to whom she was speaking, as he

beamed assent from his benevolent countenance. Any

one who knew anything about the economic principles con-

trolling railroads, who had grasped even a few elementary

facts about natural monopolies, could have told the people

that they were doomed to disappointment in their hope of

permanent relief from the competition of a parallel road

;
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but the illusion had taken such a strong hold on them that

remonstrance was worse than useless. I felt tempted to call

in question their predictions, but it is not pleasant to be

called a crank or " mere theorist," so I held my peace and

awaited developments. The road was built and has now

become the "property, to all intents and purposes, of the

Lake Shore ! Fares were never reduced. Single tickets to

Buffalo are just what they have been for years, and round-

trip tickets have— if my memory serves me correcdy—
been raised five cents. What earthly good has been accom-

plished by this parallel road? Doubtless speculators and

construction companies put money in their pockets, but the

people are poorer on account of the enormous waste of

national resources. The fbced charges of the Lake Shore

have been increased, its capital invested has been aug-

mented, and a reduction, upon which the legislature could

once have insisted, would probably now bankrupt the road.

Another bubble burst about the same time and in the

same state. I refer to the West Shore Road, which parallels

the New York Central and Hudson River Railway. What
was not that going to accomplish ! As a matter of fact a

railroad war did break out, and passenger tickets fell to

one-half the former rates for a short time. This was war,—
not competition,— and the West Shore was beaten, badly

beaten, and leased its lines for 499 years to the New York

Central. Before this happened, however, passenger fares

had been restored to their old rates, and a reduction, which

would once have been practicable, is now out of the ques-

tion.

It is estimated that the money wasted by these two sin-

gle attempts at competition amounts to two hundred mil-

lions of dollars. Let the reader reflect for a moment on

what this means. It will be admitted that, taking city and
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country together, comfortable homes can be constructed foi

an average of ;?iooo each. Two hundred thousand houses

could*be constructed for the sum wasted, and two hundred

thousand houses means homes for one million people ! I

suppose it is a very moderate estimate to place the amount

wasted in the construction of useless railroads at a thousand

millions, which, on the basis of our previous calculations,

would construct homes for five millions of people. But this

is probably altogether too small an estimate of even the

direct waste resulting from the application of a faulty politi-

cal economy to practical life. When the indirect losses are

added, the result is something astoimding, for the expense

of a needless number of trains and of what would otherwise

be an excessively large permanent force of employes must

be added. Of course, nothing much better than guesswork

is possible, but I believe that the total loss would be suf-

ficient to provide a greater portion of the people of the

United States with homes.

There is something almost pathetic in the amazement and

disappointment of the general pubhc when the Nickel Plate

and West Shore were absorbed, and the same thing was

seen in Baltimore last fall when the gas companies agreed to

consolidate and when the Baltimore and Ohio telegraph lines

were acquired by the Western Union. Attempts to prevent

such consolidation had been made by legislation. A pur-

chase of the West Shore would have been illegal, but a lease

for 499 years was not ! The Baltimore and Ohio was re-

quired to give bonds in Philadelphia, to be forfeited in case

of failure to compete. All this was as childish as the anger

of the public on account of these various consoUdations.

Competition is foreign to the nature of natural monopolies,

and all the laws of Congress and of state legislatures to

force competition upon them will be as fruitless in the
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future as they have been in the past. As well legislate that

the water of all rivers shall flow up instead of down ! The

anger of the pubUc on account of these consoUdations has

always reminded me of the opposition of artisans and me-

chanics to the introduction of new machiner}-. Resistance

is finiitless, and the only sensible course is to recognize the

inevitable and make the most of it ; and much can be made

of it by the exercise of a httle common sense. ]\Ir. Vander-

bilt in acquiring the West Shore was as truly effecting an

improvement in the processes of production as the one

who introduces improved machiner)- in manufactures, for

he made it thereby possible to perform certain services for

the public with a smaller expenditure of labor and capital

than would otherwise be possible.

There are certain phenomena connected with railroads in

the United States which at first are Ukely to puzzle one who
has just begun to doubt the eiEcacy of competition in the

field of natural monapoUes. These are, for the most part,

intimately associated \\-ith the fact that oiu" railroad develop-

ment is still incomplete, and the consequences of various

poUcies are, therefore, not so clearly discernible as in an

older country. Probably England is the best country for

an American to study who desires to see the legitimate

effects of competition, for England started out with our

theory of private competition, and under its influence two

natural monopolies— the telegraph and the railroad— were

fidly developed. I say developed, because little remains to

be done in either direction. A few minor extensions may
be made, and a few branch roads constructed, but the gen-

eral features are complete. First, just one word about the

telegraph policy of England. England tried to force com-

petition, and this was the result. Her telegraph s)rstem cost

her nearly as much as all the other telegraph systems of
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Europe put together, for the estimated cost of the English

telegraph is 272,000,000 of francs, and of all the other tele-

graphs of Europe put together only 285,000,000 of francs.

Probably the best work on English railroads is that by Pro-

fessor Gustave Cohn, and in this it is shown that the ulti-

mate effects of competition in every case have been higher

charges.

It is said that rates have fallen in the United States. This

is true ; but has the cause been competition ? Competition

has undoubtedly brought about a reduction in some cases

sooner than it would otherwise have happened ; but as the

country developed and became thickly populated, it was

natural for rates to fall. The principles which control mo-

nopoly charges are simple. A man who has a complete

monopoly will fix prices at that point which will yield largest

net returns, and up to a certain point he will steadily reduce

charges, as he thereby increases business and gains a larger

total net revenue. The most striking instance is given by

the history of the post-office throughout the civilized world.

A reduction of over fifty per cent, in charges has ultimately

increased net revenues. Another illustration is given by the

Standard Oil monopoly. Newspaper organs of monopoly

tell us to admire the magnanimity of the Standard Oil peo-

ple, who have reduced prices. This is a false statement.

Prices have fallen in spite of their most strenuous efforts to

keep them up, and this again illustrates the importance of

political economy as a study for common schools. It is

possible to say such absurd things in regard to the price of

oil simply on account of the dense popular ignorance about

those forces which make prices what they are. The produc-

tion of oil has increased enormously, and those among my
readers who are acquainted with the Standard Oil men will

probably have heard them lament this. Now if they raised
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prices or maintained them, they would be obliged to keep

their oU and w-aste it They have always held back vast

quantities of oil to mEiintain prices, and rumors reach us of

a determined effort to diminish production; but, never-

theless, it has been necessirv" to lower prices time and

time again to work off tlie quantity on hand. Prices must be

lowered in order to increase demand for the commodity.

Apply this to railroads. They have enormous fixed

ch.irges which are entirely independent of the business

they do. and the greater their business the more active

use they make of their capital. In proportion as a road is

not used to its utmost capacit)', its capital is idle. Now, to

help build up the country" and supply themselves with busi-

ness, it has been necess-w- for our railroads to reduce

charges, otherwise they could not get the business which

they needed. A portion of their business would simply not

exist were it not for lower charges than those of earlier days.

This tendency to lower prices stops in the case of pri\'ate

monopolies at precisely that point where increased business

is not attended with increased net profits. One point to be

observed is this : Legislatmxs have a control over rates, and

could in manj- cases lower them materiall}-, had not the

wastes of competition raised expenses of the railroads.

Second, it must be remembered that the number of even

nominally competitive points is, and ever must remain, small.

According to the chief of the bureau of statistics, there were,

January i, iSS;, 33,694 railroad stations in the United States,

and of these only 277S were junction points, and many of

these junction points, i.e. pl.ices having more than one

road, were on railroads which had no terminus in com-

mon.

!More important is the real competition of natural water

routes, which sometimes exists, though there is a determined
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effort to crush it out. Last summer, at Chautauqua, 1

witnessed a typical instance. The Chautauqua Lake Rail-

road bought every line of steamers on the lake. Artificial

waterways,— namely, canals,— are also important where the

people of a state have had the good sense to retain and

improve them. This has happened in New York State,

which now proposes to spend a million on the Erie Canal.

This Erie Canal has helped to make New York the powerful

Empire state she is, and its maintenance was due to the

statesman, Horatio Seymour.

A few years ago New York was bound hand and foot

like Maryland by a senseless, iron-clad constitution, which

threatened to hand her over to the clutches of the corpo-

rations ; but Horatio Seymour aroused the people, got the

state constitution amended, and, aboUshing tolls, made the

Erie Canal a free waterway. A further consideration of

railroads will lead us back to the subject of federal finan-

ciering, after we have touched upon several other important

topics.



CHAPTER XXIII.

PUBLIC ROADS AND CANALS.

I
SUPPOSE nothing is more thoroughly a problem of

to-day with us in Maryland than the fate of the Ches-

apeake and Ohio Canal. The subject has been much
discussed, but the discussion has not been of a nature

to inspire the patriot with enthusiasm for the fiitiu-e of his

country. There has been such an absence of any clearly

defined purpose, of any manifestation of enUghtened views

in regard to the various means of communication and trans-

portation and their relations to one another, such an utter

lack of large and generous statesmanship, that one is re-

minded of the expression "peanut politics" rather than

of the acti\"it)- of those two political leaders, Horatio

Se)-mour and the earher and still greater De Witt Clinton,

whose names stand out so prominently in the histor}' of

canals in the United States. There are a few points in

regard to canals in general which should be carefully con-

sidered before action is taken.

It is commonly said that the day of canals is past. This

is only a Utde less rational than to say that the day of the

ordinary highways is past, because we have the steam rail-

road. Each means of communication has its own use, and

the office of each is not to displace the others, but to sup-

plement the others. It was a misfortune for us that we

began to neglect our public roads when the era of rapid

railroad construction began, and in this one respect at least
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it would have been a blessing for the United States had the

age of railroads been somewhat delayed. A distinguished

American, who has recently passed some time in Baltimore,

said that our public roads in the United States were the

poorest which existed in any civilized country, so far as he

had observed, and he has travelled extensively. The loss

which this entails upon the agricultural community and the

community at large is enormous. It requires more horse

power to pull a given load a given distance, and the waste

resulting from the wear and tear of wagons and vehicles

every year must amount to many milUons of dollars. It was

estimated some years ago that improved pavements in Berlin

would save owners of horses on an average for each horse

considerable over ^25. There are over ten millions of

horses in the United States ; and if to be quite within bounds

we place the annual saving which would result firom first-

class roads throughout the country at $10 per horse, it would

amount to over one hundred milUons of dollars, which is

interest on two billions. This is probably moderate, for in

cities like Baltimore first-class streets in which only proper

street-car rails were allowed would save easily ^25 per horse

;

and the farmers will bear me out, I am confident, when I

say that in this part of the United States, at least, I15 per

horse is a very low estimate for the annual saving which

would result from excellent roads. The saving to vehicles

and to harness must be added to the saving of horseflesh

;

and when it is remembered that with good roads one horse

would often suffice where two are now necessary, and al-

ways two where three are now required, it will be admitted

that $20 a horse is not an extravagant estimate for the

country. However, contenting ourselves with the low esti-

mate of one hundred millions per annum, which is equal to

interest on two billions of dollars, it will be seen how serious



PUBLIC ROADS AND CANALS. 149

our loss in neglecting adequate provision for highways. The

great French reformer, Turgot, who did so much for the

province of which he was governor, elevating it from the

condition of one of the poorest to one of the wealthiest

provinces in France, turned his attention first of all to the

ordinary pubUc roads, and demonstrated by just such calcu-

lations the advantage of first-class highways. There can be

no doubt that the excellent roads he constructed were one

important cause of the prosperity of Limoges.

Now, as we have neglected pubhc roads, so we are also

overlooking the importance of canals, and the result is in

many ways more serious, for we can go to work the moment

we will and improve our roads, but the value of vast expen-

ditures is forever lost by a false policy with respect to

canals. England allowed her canals to fall into the hands

of the railroad corporations, and it is now as live a question

there to know how to get them " out of the clutches of the

corporations " and restore them to their proper uses, as with

us to know how to take certain great works " out of poli-

tics," all of which proves that there is no " royal road " to

good administration, and least of all by reducing govern-

ment to insignificance. However, it seems generally to be

agreed in* England that the conclusion that the era of canals

had gone was over-hasty, "and England proposes now to

spend millions on canals.' France finds its canals still yse-

1 The following is a quotation from the English journal. Engineering,

of December 30, 1887. It is taken from an article on the "Thames

and Severn Canal " :
—

"As a nation we have sinned grievously in our neglect of canals,

and we are reaping the punishment by finding ourselves under the

heavy heel of the railway companies. Our friends on the Continent

have been wiser than ourselves, and have never ceased to conserve

their canals, continually increasing their extent and capacity, until

now barges of comparatively large burden can penetrate hundreds of
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ful, and they are able to carry large classes of freight foi

two-thirds what it costs by rail. Germany, although the

various German states own the railroads, contemplates ex-

tensive improvements in canals. Why ? Because what we

want in our national industrial life is to accomplish our ends

with the smallest expenditure of labor and capital, and this

purpose is attained by giving the canals a place in the vari-

ous means of communication and transportation.

American states offer us valuable testimony from experi-

ence as well as these foreign countries. It is instructive

even now to go back to the construction of the Erie Canal

— finished in 1825 — and examine the circumstances under

which the undertaking was brought to a successful termina-

tion.

Politicians are of two classes— those who subserve special

interests, and thus renew day by day their life of deception,

fraud, and perjury, for in their oath of office they have

called Almighty God to witness that they will not do

that very thing— and those whose acts substantiate their

professions of devotion to general and public interests. It

is rather discouraging that under the influence of a high

protective tariff and corporations managing natural monopo-

lies, politicians of the former class have gained such an

ascendency that all our various governments have become

so depraved that the term " government by special inter-

ests " is applicable to them. De Witt Clinton, however, was

a man who was always asking himself. What can I do to

miles into the country from the seaboard, and distribute imports at a

price very little above that at the port of entry.

" There are signs, however, that public opinion is awakening in this

country to the value of canals; hut if it is to be of any avail, it must

lead to the inception of comprehensive schemes and must not end in a

system of patch work."
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promote the general welfare? and he acquired a habit of

looking at measures from that large and patriotic standpoint.

Thus it was that he pushed through his canal project against

great opposition. And what was the nature of this opposi-

tion? Such as always attends pubhc improvements. It

was a "visionary" scheme, as a public undertaking it could

not succeed, and the like, and it was called " Clinton's Big

Ditch." However, it was finished, and if our politicians

could be induced to give some attention to De Witt Clin-

ton's Kfe and writings, it would be most fortunate. This

Erie Canal has probably done more for New York State and

Cit)' than any other one public enterprise, and to-day it is a

powerfiil factor in determining freight rates all over the

Union. It was in 1SS2 that the canal was imperilled by an

iron-clad state constitution, and then it was that Horatio

Seymoiu: came to the rescue and brought about changes

making it a free waterway. Against what senseless opposi-

tion did he not have to contend also? Perhaps not so

much senseless opposition, however ; for these ver}- railroads

which claim that the day of canals is past some way seemed

to be ver)' anxious to kill this useless institution, as they

called it The question naturally arises. If canals are of no

use, why do railroads dread them and go to the expense of

bu\-ing them and fiUing them up ? ^Miy not let them die a

natural death?

But aU the corporations in the world could not govern

the people were it not for their own apathy, indifference,

narrowness, selfishness, and apparent desire to be saddled,

bridled, and ridden. Our fate rests with ourselves. There

was an attempt to array the people of one part of the state

against another. Especially did opposition manifest itself

in those counties not adjacent to the canal, and the rail-

road organs suddenly displayed an unwonted affection for
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the poor farmers who were to be taxed to support a canal

in which they had no interest. Horatio Seymour demon-

strated that the canal had so increased the taxable basis of

the state that the tax rate was lower than would otherwise

be possible. All had thus gained, and no one lost a penny.

He also rebuked the petty spirit which could imagine that

the interests of all parts of the state were not harmonious.

" The spirit which prompts opposition to the amendment,"

said Seymour, " is best expressed by words which import

that if the counties which desire free canals, wish to have

them made so, let them pay the cost. If this feeling is

made manifest, to what end will it lead? It will," he said

in return, " if such counties wish to have their schools sup-

ported, ' let them pay the costs
'

; if they desire that their

members of the legislature or their judiciary should receive

their salaries, let them pay the costs ! This will throw upon

such counties a great sum of taxation, many times more in

amount than their share of making free canals. I deplore

a result which would go so far to impair the honor and

interests of New York. I should regret the defeat of the

amendment, because if it is adopted, it will lessen taxation

upon all sections and pursuits. Canals are the routes most

needed by our farmers and mechanics. • Every dollar of tax

or tolls lifted off of their commerce adds to the value of

their products and lessens the charges they have to pay to

get them to market."

Hon. O. B. Potter, of New York, who is now interesting

himself in favor of the million-dollar appropriation for the

improvement of the Erie Canal, said in an argument before

the joint committee of the Senate and Assembly in February

2, 1886 :
" However important and beneficial the railways,

now or hereafter, they will never supersede the necessity for

or the usefulness of these canals"; and speaking of projects
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for canals in other states, he said :
" There is not one of

them that will not repay the state in which it is located, and

of the wealth of which, when done, it forms a part, mani-

fold."

With what truth it is said that canals can do nothing is

seen in the fact that the canals alone brought to New York

City last ilay, June, and July (to the 23d) over two millions

more bushels of grain than the total amount received at

Boston, Baltimore, and PhUadelphia. Horatio Seymour, Jr.,

in a pamphlet entitled '• The Canal Age," and dated March

23, 1886, undertakes to show that railroads cannot transport

so cheaply as canals.^

A few facts must be borne in mind. One is, the day for

canals owned by private corporations has passed, and that

for two reasons. The first is that the gain of canals is of a

public nature, rather than individual. There always have

been public works which would not remunerate an individ-

ual, and yet are of the greatest advantage to the people at

large. The streets of a cit}- like Baltimore are an example.

Should we try to derive a direct revenue from our streets, we
would ruin the cit)', and grass would grow on Baltimore and

Charles Streets. These undertakings, which are only indi-

rectly remunerative, are often most profitable. The second

^ In this same pamphlet Mr. Seymour says : " False and hurtful

ideas esdst that the people of this state have been taxed on account of

the Erie Canal. This is not the case. Up to 1880 the canal had paid

into the treasury of the state for tolls, etc., §118,142,837.81. Its cost

had been to this date for construction and enlargement, $49,387^2.77.

There had been spent for repairs and management, §26,85 7,5 75.45,

leaving a balance paid into the treasury, without computing interest,

$41,903,899.59. Although the canals are to-day supported by taxation,

their maintenance is no loss to the state, as they pay back in direct rev-

enue much more than they receive. ... I know of no private enter

prise that makes such a return."
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is that private parties sell out to the railroads, and all agree-

ments and contracts to do otherwise are not worth the paper

on which they are written.

Should the Chesapeake and Ohio Canal be retained, all

hope of direct profit ought to be abandoned. It has been

suggested that the canal be extended to Baltimore. Whether

this is wise or not, I do not know. It would require the

opinion of those better acquainted with the cost of construc-

tion and with the advantages of cheap communication to

Washington, and thence by canal to the coal regions, to de-

cide. However, the advantage to the state in the canal can

only be of an indirect nature in extending its business and in

reducing the prices of commodities to consumers. It must be

expected to keep it up at an annual outlay, as other public en-

terprises are maintained. This was what New York deliber-

ately resolved to do. In a mass-meeting in Cooper Union,

in New York City, it was said, " We have a new school of

narrowness that wants to choke the canals because they do

not earn enough to support themselves, but they earn

enough to support or help support the millions of people

that live in this state." It is noteworthy that Pennsylvani-

ans regret their short-sighted policy in selling their canals.

The Philadelphia Record said last year on this subject

:

" While other states were disposing of their public works

and artificial waterways. New York retained possession of

the Erie Canal. . . . Every wage-worker and small con-

sumer, East and West, is a gainer by it. . . . The state of

Pennsylvania transferred its public works to a railroad cor-

poration thirty-eight years ago, and to-day nearly all the

canals in the state are useless. The Pennsylvania Railroad

applies to the legislature every session to abandon an addi-

tional section of the canal system, which it obtained under a

pledge to maintain forever."
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It is to be noticed further that it seems to be accepted

that the more extensive a canal sjstem is, the greater its rel-

ative advantages. A small strip of canal by itself may be

worth little, but when part of a larger sj'stem it may be in-

valuable. Further, it is the opinion of those best qualified

to speak, that no federal assistance for the Erie Canal is de-

sired, because that would involve federal interference.

" The Union for the Improvement of Canals in New York "

is strongly opposed to federal aid.

Finally, nothing can be gained by a temporary and uncer-

tain policy with reference to canals. It is proposed to give

the Chesapeake and Ohio a trial for two years still ! Can

an\-thing more futile be imagined? It carmot be utilized

until people know what to expect. 'WTio will build new

boats and engage in canal business while this uncertainty

lasts? The experience of Ohio is instructive. As soon as

it was decided to retain the canals as the property of the

state, business began to improve. The Ohio board of pub-

lic works reported a gain of over ^30,000 in the income

firom canals for 1886, and that was attributed to the hope

that the canals were not to " be abandoned or allowed to

fall into decay and disuse." The governor of Ohio says

:

"They constitute a valuable pubUc property. The state

should not dispose of any part of them."

The " two-year trial " scheme is predestined to failure, and

the canal might as well be sold at once. If that is not al-

ready clear, it is to be hoped that the quotation from

Horatio Seymour about the Erie Canal in 1882 wiU be suffi-

cient. " This hostile and menacing attitude of our state

toward canals and boatmen prevents the building of vessels

and their use. It has lessened the receipts for toUs, for

men wiU not engage in a business where they are liable to

be ruined by an accident or by the designs of rich competi-
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tors. These will find it profitable to carry for losing rates

for one year if they can destroy forever the boatmen or the

canals which keep down their own rates for carrying the

products of our own people. When they have destroyed

their competition, they can ever after put up their own
charges to suit their own interest."



CHAPTER XXIV.

THE FORCES PRODUCTIVE OF MUNICIPAL GREAT-
NESS DISCUSSED WITH REFERENCE TO THE
FUTURE OF BALTIMORE.

THE articles which have appeared in TTte Sun on open-

ings in Baltimore for business men have verj' natur-

ally attracted a good deal of attention and awakened a spirit

Qf hopeftilness and enterprise. Who can set any Umit to

the possible future developments of our favored city ? Pres-

ident Oilman, in his address before the Johns Hopkins Uni-

versity on the 2 2d of last February, showed what had been

done in a very short time to elevate Baltimore in all those

things which go to make up a high civilization, and hinted

at a possible future growth of the city in reminding the

auflience that London, with all its millions of people, was at

the beginning of the century but a little larger than Balti-

more at the present time. It has always been a favorite

theory of mine that in Baltimore there are opportunities for

the imfolding of a fiiUer and richer civilization than the New
World has yet seen j not only that, but that there are oppor-

tunities here which exist nowhere else. This opinion has

not been carelessly formed, but is the result of careful reflec-

tion upon the nature of the various elements which are

working together to promote the advancement of Baltimore.

Baltimore is situated on the border line between North and

South, and here are brought together the peculiar excel-

lences of each section, and here they wiU blend togethet
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indistinguishably in our municipal life. The charm of

Southern social life, the high social culture which distin-

guishes the South, will be supplemented by the indomitable

push and energy of the hardy sons of New England. Music,

painting, literature, and learning in all its various branches,

are progressing favorably, while the economic basis of a high

modem civilization is found in an expanding industrial life,

as seen in our growing commerce and enlarging manufac-

tures.

One thing to be borne in mind in reflections upon our

future is that modern cities are to an unprecedented extent

artificial products, the work of men's genius and energy.

Formerly nature decided where a great city could grow up,

and a high civilization was possible only on the seacoast or

on the banks of great rivers. Now man has subjugated

nature to such an extent that he is, comparatively speaking,

independent of her whim and caprice. If natural water-

ways fail, he may construct artificial waterways, and even

without the aid of navigation at all a city may spring up

in the heart of a continent. Berlin, nearly the size of

New York, is in the centre of a great open plain, on the

continent of Europe, and may be regarded as a work of art.

Only by canals can navigable rivers be reached, while the

modem iron highway, the railroad, still more an artificial

product, is a far more important element in developing

Berlin, which has become an important railroad centre.

It is the will of man which has made Berlin more important

than the seaports Bremen and Hamburg.

Perhaps a better illustration can be found in two small

cities in Western New York,— Dunkirk and Jamestown.

Dunkirk is a port on Lake Erie, and is advantageously situ-

ated in a fruitful plain, extending along the shores of the

lake. Jamestown, on the other hand, is on the top of the
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Chautauqua hills, and its only navigable body of water is

Chautauqua Lake, scarcely more than a great pond. The

next most important place on the lake is Map-ille, a village

with perhaps ten or fifteen hundred inhabitants, ^\^lo would

suppose that Jamestown would leave Dunkirk, its rival, and

once its superior, far in the rear in the race for supremacy

in Chautauqua Count)'? Yet such has been the case, and

Jamestown will probably soon be twice the size of Dunkirk.

Now, more or less acquainted with both cities, I am unable

to find any other explanation for this than the greater energy

and enterprise of the people of Jamestown. Jamestown is,

in other words, an artificial product. Two of the chief dis-

advantages of Jamestown which the people see— for they

have tried to correct them, and have been defeated by con-

stitutional quibbles— are their dependence on private gas

and water companies, for in these respects they allowed

things to take their own course, and did not keep in their

own hands control of two of the essential elements of prog-

ress. Dunkirk, on the other hand, is blessed with excellent

public water-works which may well be the em-y of James-

town, and in the future this may give her an advantage over

her rival.

The appUcation is sufficientiy obvious. Xature has blessed

us and done more for us than for some other great cities.

These advantages are not to be despised, but they cannot be

relied upon. It rests with us to say what the fiiture shall be.

If we, the people of Baltimore, will it, we can make Balti-

more as big as London. Xot only that; we can make

Baltimore a happier, better, and more truly ci\-ilized city

than London to-day with all its squalor and miser)-.

When the question is asked. How shall we outstrip ouf

rivals in true greatness? it ^vill be at once seen that all the

previous papers in this series have a bearing on the answer.
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It is now proposed to stop and apply some of the principles

which have already been developed.

Those human forces which produce national or municipal

greatness may be divided into two classes. The first are

individual ; the second may be called social. The individ-

ual forces are obvious and have been so often elaborated in

an age characterized by excessive individualism that it is

not worth while to dwell long on them. The importance

to each citizen and to the community of individual temper-

ance, thrift, intelligence, and energy cannot be overestimated.

Nothing can be done without individual excellence. A mis-

take is only made when it is supposed that individual supe-

riority alone is sufficient. The individual by himself is

powerless. Wealth is only possible in a community, and in

this community no one lives for himself alone. Can art flour-

ish where but one loves art ? On the contrary, the artist must

be stimulated by a public which appreciates and encour-

ages art, and, other things being equal, the more widely

diffused the love and knowledge of art among the people,

the higher the excellence which artists will attain. What
hope is there for architecture among a people who prefer

the cheap and gaudy to the eternal beauty of sublime and

simple creations ? What hope for music among those who
turn away from the great masters to applaud the rattling

waltz of a fifth-class composer? What hope for literature

where there are none to prefer George Eliot, Thackeray and

Dickens to Ouida, Mrs. Braddon and Hugh Conway? It is

readily admitted by all who know what they are talking

about that in all these pursuits the social atmosphere is ol

vital importance. It is likewise in business. What does

the energy of a merchant amount to if there are none who
have the means to purchase his commodities? Can he de-

velop a commerce by himself alone and unaided ? But how
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shall would-be customers provide themselves with means for

large purchases without energy on their part? The energy

of the merchant must then be supplemented by the energy

of his fellows if he would develop any commerce. Thus

is he dependent on others. " None of us liveth to him-

self."

Take a manufacturer, let us say, for example, of shoes.

It will do him no good to produce shoes imless others have

valuable things to give in exchange. The manufacturer

desires a vast market, but this is impossible unless the

masses are ambitious and industrious. They must have

wants, and energy must accompany these wants. A labor-

ing populace poor and indolent and contented with little

will make few purchases, for they will not have valuable

things to offer in exchange. Thus the manufacturer can

only hope to thrive in a prosperous community. The larger

the earnings of the artisan and mechanic, the more can he

extend his business with advantage. But his dependence

does not cease here. The quality of the labor which he

employs is a chief factor in success. Labor of hand and

brain is the most important element in production, and a

highly quaUfied and moral population is an indispensable

condition of permanent national and municipal prosperity.

The more closely a community follows Christian principles

and its members concern themselves with the welfare of

others, the more generally will its prosperity be diffused and

the more rapid will be its advance in wealth. " Am I my
brother's keeper?" If in any nation at any time there is a

general inclination to answer that question in the negative,

that nation has already entered upon a course which leads

to anarchy and barbarism.

There are, however, some more special and particular

applications of these principles to the problems of munici-



162 PROBLEMS OF TO-DAY.

pal life. There are certain fundamental conditions of our

future prosperity which no individual as such can supply,

but which must be provided by us in our organic capfacity

as a city and as an important part of a commonwealth, oi

not at all.



CHAPTER XXV.

BAD TAXES BLIGHT A CITY'S GROWTH.

TAXES are levied to enable our state and cit}- govern-

ments to perform their various important functions,

and the burden which they impose upon us is by no means

a light one. The total state and city tax rate for the resi-

dents of Baltimore is Si.ySf on the Sioo of property.

This does not appear to be so high a rate of taxation as it

really is. Taxes aire paid out of income, and the important

question is to know what ratio exists between taxation of

property and' its income. When we reduce our rate of

Si.78f to a percentage on income, it will be found that it is

often equivalent to an income tax varying from fifteen to

forty per cent., a tax rate almost imknown in European

countries.

Taxes are one of the chief elements in determining price

in nearly all branches of business which are not monopolies,

to which totally different principles apply. The proportion

of expenditure which is caused by taxation is larger than is

generally realized, even by business men, for they do not

stop to reflect upon the effect of taxes on commodities, and

other taxes, which are shifted from the shoulders of the one

who originally pays them to the shoulders of somebody else.

We have, then, in taxes one of those fundamental conditions

of industrial life which are beyond the control of the in-

dividual as such.

Inconsiderate people who know nothing about the nature
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of business talk as if it made little difference how taxes

were laid. To them the problem appears very simple.

There is so much money to be raised, and let us, say they,

collect it indiscriminately in proportion to the actual selling

value of all property. Inasmuch as there is just so much

money and no more to be paid to the public treasury, it

seems to them to make very little difference how it gets

there, provided each one bears what is assumed to be his

fair share. This is why our antiquated system of taxation is

still maintained in Maryland.

We live in an age of sharp competition,— always exclud-

ing the growing number of monopohes,— and the addition

of a small burden to the load already carried by a man
engaged in this competitive struggle may bear him down

completely, while the lessening of his load may enable him

to go ahead and outstrip others. A small percentage on

the expenses of business may make all the difference to the

business community between prosperity and ruin. Now,

nothing can be further from the truth than the statement

that it makes no difference how the taxes are laid, since

they must be laid some way. A man who acts upon that

principle is like a man who should apply the principles and

methods of blacksmithing to watchmaking. The machinery

of taxation ought to be adjusted to the actual life of modem
communities with the utmost delicacy by those who under-

stand both business and the principles of taxation. This is

another reason why active members of the community

should give careful attention to economic and social prob-

lems. Their success in so far as it depends upon such a

matter as taxation is conditional upon what others do, as

well as upon what they themselves do, sometimes even more

than upon what they themselves do ; and if I were called

upon to name the most serious mistake of American busi-
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ness men, I should say it was the failure to give sufficient

attention to the social forces which produce prosperity.

There are certain things which can neither leave us nor

come to us. City lots wiU serve as an example. It is mani-

fest that taxes upon city lots wiU not injure business. There

is a certain amount of land accessible, neither more nor less,

and no taxation will alter this circumstance. Cit)- lots in

New York are not competing with city lots in Baltimore.

More than this is true. If city lots are taxed on all that

they are worth,— up to the last dollar of their selling value,

as they should be by our law as it stands,— instead of dis-

couraging enterprise it will encourage it ; for it will make it

harder for speculators to withhold the land from those who

wish to improve it.

Let us take shipping as an illustration of a business which

may come to us or which may leave us. Elsewhere, ship-

ping is either not taxed at all or is taxed only on earnings,

and shipping conducted by foreigners is often positively sub-

sidized. Shipping may either leave this port or other ports,

and it wiU be determined by relative advantages. Can,

then, anything more absurd be imagined than to tax a

dwindUng shipping at a high rate, as it was actually pro-

posed to do in the last Maryland legislature? WUl our

shipping be improved if ships and other vessels are taxed

on their full selling value ? Can it be doubted that if a bur-

den is laid upon shipping the business of our port wiU con-

tinue to decline? If so, who wiU derive the benefit from

the attempt to apply a cast-iron system of taxation ? Other

tax-payers wUl lose, because they will derive no reUef from

an unsuccessfiil attempt to lay taxes, and they wUl be poorer

on account of the loss of business which might have been

theirs.

A large part of our manufacturing and mercantile business
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is of a similar nature, and it can be completely prostrated

by a bad policy of taxation on our part. Retail merchants

and dealers in manufactured articles will hot come to Balti-

more if they can do much better elsewhere, and they

will be able to do better elsewhere if the necessary ex-

penses of business are heavier here than in other places.

It is consequently to our interest to render these necessary

expenses of active business as small as possible, for in that

way prices will be lowered and business attracted. We
render these expenses smaller when we lessen the burden

of taxation on business. Who loses thereby ? No one

;

because increased competition lowers prices, and all con-

sumers get the advantage of cheaper prices. The problem

is to extend the business of Baltimore ; and an extension of

business implies lower prices. This is sufficiently simple.

As business extends, the demand for real estate increases,

and real estate owners certainly do not lose. The difference

between real estate and business, with respect to taxes, may

be brought out by this statement, which seems paradoxical

until one has reflected upon it : If all taxation should be

removed to-day in Baltimore from real estate and placed on

active business, particularly on commerce and manufactures,

it would cause a sudden and unprecedented faU in real

estate. Business would be crippled, and so many would

leave Baltimore that owners of houses and lots would almost

be glad to give them away. Should all taxes be removed

from active business and placed on real estate, on the other

hand, it is doubtful whether it would produce any perma-

nent depreciation of real estate. The measure might indeed

so improve business as to bring about higher prices for real

estate, and increased activity in building. The experience

of New York City goes to confirm this ; for there business,

although legally subject to taxation, is practically well-nigh
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exempt, and real estate nowhere sells for so high a price.

It is to be noticed, further, that there is a deliberate, sys-

tematic attempt on the part of New York to draw business

away from Baltimore by lower taxes. The mayor of New
York practically refuses to try to enforce the laws as he finds

them, — for there they have the same antiquated laws which

we have here,— and urges their repeal on the ground that

they are the outcome of impracticable theories and hamper

business. He urges the repeal of all existing taxes on busi-

ness, in order to swell the commerce of New York. It is

such considerations as these which led a writer on taxation

to fiiame a practical rule which he wshed to ' have cut into

the stone of the Capitol (in large letters and have them

gilded) in the Senate chamber, the hall of the House of

Representatives, and in the governor's office.'' The rule

reads as follows :
^- Never tax anything that would be of value

to your state, that could and would run away, or that could

and would come to you."

While this rule may be too sweeping, it is worthy of

careful consideration. The more one reflects upon the

nature and the consequences of taxation, the more pro-

foundly one is impressed with its far-reaching importance.

Taxation may create monopoUes, or it may prevent them

;

it may difluse wealth, or it may concentrate it ; it may pro-

mote liberty and equalitj- of rights, or it may tend to the

establishment of tyraimy and despotism ; it may be used to

bring about reforms in industrial society, or it may be so

laid as to aggregate existing grievances and foster dissension

and class-hate ; taxation may be so contrived by the skilful

hand as to give free scope to every opportunity for the

creation of wealth and the advancement of all true interests

of the city, or it may be so shaped by ignoramuses as to
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place a dead weight on Baltimore in the race for municipal

supremacy on the Atlantic coast.

The single business man, as an individual, is helpless in

this matter. It rests with us, citizens of Baltimore and

Maryland, to establish those social conditions which will

allow every man the fullest and freest opportunity to do his

best to make Baltimore what we wish Baltimore to become.

Shall we wait until all our neighboring cities move in this

matter, and lag behind with our abominable and barbarous

system df business licenses and personal property taxes, or

shall we be the first to strike out boldly in the establishment

of a rational system of taxation, apd thus have the advan-

tage over others of a start in the race? It is a cheering

sign that our business men have moved in this matter, and

passed resolutions petitioning the legislature to submit a

constitutional amendment to the people, making possible a

new system of taxation. The move has been made none

too soon, and it should be followed up by vigorous action.



CHAPTER XXVI.

A PLAN WHEREBY TAXES MAY BE REDUCED IN

CITIES.

THE importance of a right placing of taxes has beeq

considered. The amount of taxes raised is obviously

an essential element in determining the future of a city.

Our municipal taxes have become truly exorbitant. Much

as we talk about them, few realize it. In my last chaptei

it was suggested that the burden might perhaps be better

appreciated if our property tax was translated into a tax on

the income which property yields. Comparative statistics

help us also to understand how great the load of taxation in

American cities is. Consider this fact, which I discovered a

few years ago in comparing the budgets of New York and

Berhn. The interest on the debt of New York was then

nearly sufficient to defray all the expenses of Berlin, nearly

as large a city, and one more disadvantageously situated with

respect to sanitation and keeping the streets clean. Berlin

is governed, it may be remarked, by those who make it their

business to understand the principles of municipal adminis-

tration; that is, so-called theorists. It is said to be the

best governed city in the world, and so may not be a. fail

example ; but this entire chapter could be filled with statis-

tics to show how undue a burden we are sustaining in taxa^

tion in American cities.

It is the commonest thing in the world for worthy citizens

to write to their daily papers exhorting the city fathers to
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keep down expenses and reduce the tax rate, and the news-

papers from time to time come out with head Hnes like this,

" Retrenchment a Necessity." Yet what good does it do ?

Expenditures continue to swell in our cities relatively faster

than in our states or at Washington. While state expendi-

tures double, municipal expenditures increase fourfold or

more. Ohio may serve as an illustration. The expenses

of the state increased about forty-six times in sixty years,

and the local expenses one hundred times. I have yet to

find one exception to this general rule that municipal ex-

penditures increase faster than any other ; perhaps I should

say local expenditures, for I mean to include villages and

other political units as well as great cities.

It is well to say " reduce taxes," but it is said to no pur-

pose unless it can be shown how taxes are to be reduced.

Let us clear the ground— not by theorizing, but by examin-

ing a few facts which can be established beyond contro-

versy.

It is a general supposition that the increase in the burden

of taxation in our cities is due to corruption. This is doubt-

less a partial explanation, but very incomplete and imper-

fect. There are two European countries at least where

municipal administration is above reproach in respect to

integrity of officials, and these are England and Germany

;

whereas it may be said generally that in Europe municipal

corruption is hardly one of the problems of the day. Nev-

ertheless, it is true that the expenditures of European cities

have increased in recent years with greater relative rapidity

than those of American cities. This has been satisfactorily

demonstrated by Dr. Simon N. Patten, of Illinois, in a mon-

ograph on the finances of American states and cities. This

must not be misunderstood. The statement is not that the

expenditures are as large as ours, but that the rate of in-
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crease for ten or fifteen years at least has been more rapid.

This also is different from saying that the rate of taxation

has increased correspondingly, for there are many other

possible sources of revenue than taxes. Dr. Patten has also

shown some other interesting facts bearing on this problem.

One is that democracy is not the cause of increased expen-

ditures, as superficial obseners so often suppose. Euro-

pean cities generally have at least some restrictions on the

right of suffrage, yet their expenditures have increased more

rapidly than our own. But there are American facts of still

more striking character. It is said that universal suffrage

gives a vote to those who have no economic interests at

stake in the community, and that they consequently vote

away other people's money with reckless prodigality. Dr.

Patten has shown, however, that in small Northern towns,

where the vast majority of voters are tax-payers, the tax rates

have increased more rapidly than in the large cities ; further,

he has given evidence to show that real estate speculators,

by urging on untimely improvements, like sewers ruiming

into the coimtry,—• as recently happened in Buffalo,— have

done more to raise taxes than the ignorant voter. The ob-

ject of the real estate speculators is, of course, to keep a

boom alive. Now, these are no fancifiil theories ; they are

hard facts. WhaX do they show ? They show at least this :

The general public has not gone deep enough in its attempts

to explain the growing burden of taxation.

The true causes for the growth of municipal expenditures

are, after all, not difl&cult to discover. The functions of the

local political unit have been increasing more rapidly than

those of either state governments or our federal govern-

ment. We hear a great deal about centralization. The

truth is that, relatively speaking, we live in an age of decen-

tralization. Our local political units are gaining in impor-
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tance faster than our sovereign states or our sovereign fed-

eral government. I do not say that there is no tendency in

our central governments to extend their functions. I say

merely that relatively they do not hold their own in impor-

tance.

Sanitation and public schools are two great items in the

budgets of cities. Light and water are two more, and in all

these respects what satisfied us once is no longer tolerable.

Public parks cost hundreds of thousands and even miUions

in cities. New York City, for example, proposes to spend

J 1,000,000 a year to provide small parks in the most

crowded portions of the metropolis— a measure demanded

on sanitary no less than humanitarian grounds. PubUc

libraries are maintained by a growing number of cities,

and the expense of maintaining these is not insignifi-

cant. Boston spent over J 160,000 on her pubUc library in

a single year recently. Public baths are among the hundred

and one other items which might be mentioned. Go
through the whole list of things for which the modem city

spends money, and it will be found that many items are

quite new, while the expenditures for nearly all have in-

creased enormously. We have now discovered the chief

cause of increased municipal expenditures. Extravagance

and dishonesty have, after all, been minor causes, and their

importance has been unduly magnified. Many an American

municipahty is managed without fraud, and in only a few

great cities has the dishonesty been what the people have

imagined. It has been bad enough, it is true, and it is a

burning shame and disgrace to us that there has been

so much municipal corruption in America. Nevertheless,

that is not the chief cause of large expenditures of pubUc

money.

It is further safe to say that we have not got to the end
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of the era of increasing local expenditures. AATien one re-

flects upon certain current phenomena, one must be rather

inclined to think at times that we have scarcely more than

entered up>on it. The public demands on the municipal

administiation grow steadily year by year. Better pave-

ments, improved sewerage, more, small parks, and manual

training in schools are among the pressing needs of the

hour, and a demand for other pubhc expenditures is just

beginning to be heard. Play grounds for children and op-

portunities of physical culture, that die rising generation

may grow up strong and healthy, are among the things

which people want. The housing of the poor is a matter

over which EngUsh cities are extending their care, and who
is wise enough to say that the common welfare may not yet

compel American cities to move in this direction? It is

needless to continue the enumeration. The growth of

municipal expenditure is a part of the growth of civiliza-

tion, and is Ukely to continue for an indefinite period, ^^'e

cannot stop it without lagging behind in the march of prog-

ress. ^^^lining and complaining do no good. To write

articles containing nothing but the ceaseless refrain, " reduce

taxes," is folly. Yes, we must reduce taxes ; but how?

There is a verj' simple way, and the American c\ts which

first enters up)on it and keeps to it persistendy and sj'stemat-

ically is going to have a tremendous advantage over its com-

petitors. It is thefulland complete utilization of all natural

?nonop0lies for t/te benefit of tlie public. This is the way,

and the onl\' way, to reduce taxes. If our business men
will turn their serious attention to this, and endeavor to

force right action upon our municipal councillors and our

legislators, they will see a most gratifying reduction in their

tax bills, and will witness a new and unparalleled period of

prosperi^ in Baltimore. It is, I beheve, perfectly practi-
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cable to reduce the tax rate to one dollar on the hundred of

property in our city, and that rate is quite enough.

The principle which should guide us is very simple, and

will readily occur to those who have read the previous

articles in this series. It is to exact from every natural

monopoly using public property full compensation. What
does full compensation mean ? It means this : Making just

as good terms for the public as a private man could make
for himself. Let us imagine for the moment that a private

man owned absolutely the streets of Baltimore. How would

he manage the street-car business? He would give no

favors to anybody. He would either operate the street cars

himself or lease the privilege to the one who would give the

most, and never under any circumstances— I take it for

granted that the man is sane— would he give a perpetual

lease. Short, terminable leases are the kind private men
give, and thus keep complete control of their own property.

Yet witness the carelessness and indifference of our business

men and the general public about this matter. Every one of

us has an interest, and the interest of a single family is very

considerable, but no one seems to concern himself about

his own share in the public property. Take the case of

street-car fares. A certain pubHc policy would ultimately

lead to the establishment of three-cent fares, which would

easily be worth fifty dollars a year to a family of five persons

living a little distance from the centre of Baltimore. Forty

dollars a year is interest on one thousand dollars. Now, if

the head of an ordinary family heard that there was a

chance for him to come into an inheritance of a thousand

dollars, how eager would he be ! How actively would he

follow up all his legal claims ! Yet he scarcely will turn on

his heel to influence the legislature in the matter of some

most astounding street-car bills now before that body. On



A PLAN TO REDUCE TAXES. 175

the contrary, when you begin talking with him on this

matter, he will make such petty and trivial objections to a

sound policy— in successful operation elsewhere— that one

is tempted to believe that three men out of four lose their

common sense when they begin talking about public meas-

ures.^

Our merchants may be said to have a still greater interest

in this matter. If fares are reduced, the surplus income of

every man and woman in Baltimore wS\. thereby be increased,

and their sales will grow in amount. On the other hand, if

' It has been claimed that street cars cannot carry passengers for three

cents in Baltimore. I do not say that they could and still pay nine

per cent, of gross revenues to the city in addition to other taxes. I

believe they could pay taxes and carry passengers for three cents. It

would be necessary to consoUdate all the roads, perhaps, and bring

them under one management, and owners of the street railroads would

be obliged to be content mth fair returns on capital actually invested

and could look for no returns on fictitious stock or needless issues of

bonds. Washington street-car lines sell six tickets for twenty-five

cent5,— a trifle over four cents each,— and Congress has compelled

each company to give free transfers from any one of its lines to any

other. The dividends are said to be enormous, nevertheless. It must

be remembered further that a reduction of fares would increase traffic

enormously. The Philadelphia street-car fines reduced fares from six

cents to five cents recently, and found their gross revenues increased

the first year, while it is expected that the second year mil show an

increase of ret revenues. The Richmond electric street-car fine con-

templates a reduction of fares to three cents purely from motives of

self-interest. Moreover, the fact that street-car franchises have been

sold for from thirty to forty per cent, of gross revenues proves that pas-

sengers can be carried in some cases for even less than three cents;

for when forty per cent, of gross revenues is paid, only three cents out

of five collected is left for the company, which, nevertheless, fails to

receive the benefit of increased traffic from low fares. What I desire

is to see franchises put up at auction under condition that fares shall

be reduced to three cents.
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franchises are sold at auction, taxes may be reduced, and

thus they will gain. Who in our legislature suggests proper

restrictions on franchises for natural monopolies ? Is it not

time for our business men to move in this matter? New
York City has already moved, and will obtain increased

revenues from franchises in the future, there is reason to

believe, for under Mayor Hewitt a halt has been called in

the prodigal waste of public resources, and his last message

to the council of New York abounds in suggestions analo-

gous to those in this article. Will Baltimore be the last to

move? Will Baltimore business men delay action until

opportunity to save what public property yet remains is

lost?

The same principle holds good with regard to railroads

operated by steam. Let them pay for every piece of public

property its full value to the last cent. To exact less is to

rob " the forgotten millions." North Street, public property,

is occupied by a railroad. How much annual compensation

does the city receive therefor? The use of a street in a

great city ought to be worth many thousands of dollars a

year in rent. If it were my property, I should demand for

it what it was worth. Why should the city do less ? Oi

is it not time to stop taking away the property of the many

and giving it to -the few ?

Gas supply and electric lights are of the same nature,

save that the city ought to make provision as soon as pos-

sible to acquire works of its own. Yet we hear a good deal

of foolish talk about competition in electric lighting still

!

Experience will teach us better. But why wait until we

have paid the dear tuition which experience charges, before

we act? The correct method in such cases is simple

enough. Existing companies should be bought out if they

will sell at a reasonable price j otherwise they should be
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brought to terms b\- a \ngorous municipal competition. Xo
legal monopoly should ever be granted a private corpora-

tion, for that is worth a great deal of money. As a legal

monopoly can only be conferred by public authority, the

public ought to derive the adx'antage therefrom, and what

this advantage is, previous papers have shown. I will again

only remind readers that Berlin now defrays eighteen per

cent, of its expenditure from the profits on gas-works with

gas at less than one dollar a thousand.



CHAPTER XXVII.

THE FUTURE OF BALTIMORE FURTHER DIS-

CUSSED.

A RECENT trip to New York City, and to Vassar Col-

lege, near Poughkeepsie, gave me an opportunity to

observe certain phenomena of importance to a student of

municipal life, and also to examine with care the three

recent messages of Mayor Hewitt to the board of aldermen

of New York on the future of that city.

The manufacture of gas at Vassar College interested me.

The gas is of a superior quality, as good as it has ever been

my lot to burn. Less than twenty thousand feet are manu-

factured a day, and the coal must be carted two or three

miles from the Hudson River. I was told that it was worth

sixty cents a ton to cart the coal to the college. Yet even

on this small scale and under these disadvantageous circum-

stances, it costs the college only eighty cents a thousand to

manufacture its gas, while the people in the neighboring city

of Poughkeepsie pay ^2.50 for an inferior quality of gas.

As gas is manufactured on a large scale in the city, which

comprises over twenty thousand inhabitants, and as coal is

more readily accessible, it can be seen that the people of

Poughkeepsie ought to have cheaper gas, whereas they pay

over three times as much as Vassar College.

Possibly mayors of American cities have in recent years

written abler messages than those of Mayor Hewitt, but it

has never been my good fortune to read one of them. The
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vigorous defence of the public welfare and appreciation of

the true nature of the needs of New York City revealed by

these messages remind one of the patriotism of a man like

De Witt Clinton. It seems to me that Mayor Hewitt ranks

facik princeps among all mayors of American cities for the

past twenty years or more.

An important question for all our states and cities is to

know how to recover public rights which have been thought-

lessly allowed to pass into private hands, and to safeguard

such public property as still exists after the reckless prodi-

gality with which legislatures and municipal councils have

squandered other people's money during the past genera-

tion. The Sun has already published editorials on consti-

tutional changes which are needed to accomplish this desir-

able end, and the recommendations made in these editorials

are in keeping with the teachings of political science. The
chief of them is to provide by constitutional amendment

that any corporation which seeks or accepts any new legisla-

tion thereby places itself under the reserved rights of the

people to control all grants of privileges to corporations.

Thus the effect of the unfortunate Dartmouth College de-

cision is to a certain extent obviated, and artificial persons

are rendered subject to the law more nearly hke natural

persons. The recommendations of Mayor Hewitt contain

similar provisions for municipal franchises. He would make

natural monopolies pay for every new privilege, and thus

gather up the fragments of public property, that nothing

further may be lost. The time appears to have come for a

substitution of cable or electric traction for horses on street

railways. This is desirable on many accounts, and is

recommended by the mayor. But he adds the following

remarks to his approval of the change :
" Inasmuch as this

change will be profitable, however, to the railroad com-



180 PROBLEMS OF TO-DAY.

panics, a portion of the saving should be secured to the

city treasury. I recommend that a careful investigation be

made as to the amount of this saving, in order that the

necessary consent of the common council may be given

upon conditions which shall be fair to both parties. The

value of the franchise will depend, of course, largely upon

the volume of the business, and therefore the same percent-

age of the receipts could hardly be exacted in every case.

But the companies should compensate the public for the

use of the streets upon an equitable basis of division, and

the legislature should carefuUy guard the rights of the city

and the interests of the tax-payers in any legislation author-

izing the use of cable traction."

Suggestions in regard to rapid transit are made which are

of value to us in Baltimore in shaping our future, and par-

ticularly in view of the proposition to utilize Jones's Falls for

rapid transit. It is recommended by Mayor Hewitt that

the city provide rapid transit, which it can do cheaper

than private parties, for it can borrow money at three per

cent., while private individuals must pay five. It is sug-

gested that the rapid transit roads be leased for thirty-five

years for five per cent, of their cost. The city would net

two per cent., which in thirty-five years would redeem the

principal, and thus the road would become pubUc property

without the expenditure of a cent in taxation. This is anal-

ogous to principles which have, without difficulty, been ap-

plied in other countries, and seems to be favored by men
most competent to speak on this subject in New York,

although some evidently think that the city should manage

the entire enterprise without the intervention of a corpora-

tion. The success of the Brooklyn Bridge Street Car Line,

operated by public authority, has been cited as a proof of the

superiority of public management.
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Public spirit should be cultivated by us in Baltimore if

we would make our future what we would like it to be.

Public spirit leads people to reflect on the public welfare,

and to consider measures from the standpoint of the

greatest good to the greatest number. A correct course

of action is an ine\dtable result
;

public rights and public

property are watched with jesdous care, public enemies are

exposed, and expensive errors in municipal measures are

avoided. New York City now finds it necessary to go to

an enormous expense in tearing down buildings in the

crowded parts of the city to provide small parks as breath-

ing places for the poor people. It would have been practi-

cable to have reserved frequent open squares years ago, and

it would not have cost the hundredth part of what it now

does to construct these littie parks. It was well known by

those who thought about such matters that they would be

needed, but there was not public spirit enough to induce

action. Open squares are needed in Baltimore in various

sections now destitute of them, and to acquire them to-day

wiU involve a far smaller burden than to wait until popula-

tion is denser in tiiese sections. A littie forethought and

pubhc spirit are the only requisites. New York now finds

it advantageous to acquire water-front. This involves an

enormous outiay. How much easier it would have been to

reserve aU the water-front at the beginning ! Lack of pubhc

spirit led again to an expensive mistake.

There are various ways in which pubhc spirit can be

measured. The amount of pubhc enterprise is a good test.

The provinces of Quebec and Ontario, in Canada, may be

profitably compared. The Canadians in Quebec have so

littie pubhc spirit that it is impossible tc maintain good

roads by pubUc authorit\- ; consequently highways are handed

over to private corporations, who collect high tolls and thus
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obstruct business by what amounts to a system of indirect

taxation. Public spirit is more active in Ontario, and there

are few if any toll roads in that province. This difference

in public spirit is a chief cause of difference in wealth. One

of my earliest recollections— I can only just remember it

— was a toll road in New York state, but for many years

I have not seen one in New York or Massachusetts. One

of the first conditions of prosperity is the freest exchange

of services and commodities, and in a very wealthy com-

munity toll roads will hardly be found. This is but one

illustration. Where public spirit is in a low condition public

authority is unable to perform its proper functions, and

they are with loss handed over to private individuals.

Huxley's article on " The Struggle for Existence " in the

Nineteenth Century is valuable reading for those interested

in the future of Baltimore. Huxley shows that highly quali-

fied labor, both as respects physical development and train-

ing of hand and head, are to be the first conditions of

success in the future struggle for national and municipal

pre-eminence. On this ground he favors the restriction of

child labor and generous provision for technical education.

Huxley regards an ignorant person as a " burden upon, and,

so far, an infringer of,_the liberty of his fellows." So pro-

foundly, indeed, is he impressed with the necessity for ed-

ucation as a condition of survival that he places a tax for

education in the same category as " a war tax levied for

purposes of defence." It was, in fact, when England saw

her industrial supremacy threatened by the better educated

German that she began to act vigorously in this matter, just

as France, when she saw her miUtary power overthrown

by " the schoolmaster at Sedan," began to introduce uni-

versal and compulsory education. Would we in Baltimore

hold our own with the cities like Boston, New York, Chi-
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c^o, and St. Louis, doing so much more than we for edu-

cation, we must bestir ourselves.

Similarly, Huxley shows that a temporary success gained

by starvation wages and child labor is illusory because in

lowering the efficiency of man, the chief factor in production,

power to hold one's own in the struggle for existence is lost.

" A population," says Huxley, "whose labor is insufficiently

remunerated must become physically and morally unhealthy,

and socially unstable, and though it may succeed for a while

in industrial competition by reason of the cheapness of its

produce, it must in the end fall, through hideous misery and

degradation, to utter ruin."

Huxley emphasizes the fact that he speaks as a naturalist,

and as such his pre-eminent ability will not be questioned.

It is incomprehensible how a man can appreciate the ad-

vantages to a country of improved breeds of horses and

cattle, and at the same time fail to see that a strong, vigor-

ous, and intelligent population is a thousand times more

important in the race for wealth.

AVhat we want to do in Baltimore is to develop our strong

points. A city is Uke an individual. Formerly every man
did everything,— taught school, preached, practised medi-

cine, made shoes, built houses, and I know not what else

besides. Now the condition of success for states and cities,

as well as men and women, is to find out their strong points,

and to do some things better than anybody else.

It is often asked what makes Baltimore grow ? Where do

the people come from to occupy all these new houses ? One

reason for our growth is that Baltimore is a delightful city

to live in, and also, comparatively speaking, a cheap one.

People come here in vast numbers on these two accounts,

for there is in modem society a large class of people who
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are so situated that they can easily change their residences.'

A Httle inquiry will probably convince any one of the impor-

tance of these two facts. These are strong points, and they

ought to be developed prudently but vigorously. Public

improvements should go forward as fast as the municipal

finances will warrant
;
public property should be fully util-

ized for the benefit of the public ; cheap water, cheap light,

and cheap transportation should be provided. The cheaper

these indispensable elements of life, the more will people be

attracted to Baltimore. The indispensable conditions of life

are also elements in the cost of business, and to reduce

them gives us a superior advantage in the struggle for exist-

ence.

As to wages, the real question is not how much are wages

in money, but what will money wages buy ? Baltimore has

in this an advantage over a place Uke New York. The Johns

Hopkins University, for example, has thus an advantage

over Columbia College in New York City. Other things

being equal, Baltimore can, for the same salary, get a better

man than New York. For my part, having lived in both

cities, I should prefer a salary of ^2000 in Baltimore to one

of ;?40oo in .New York. The cheaper the cost of living, the

better the class of employes business men can get for a

given rate of wages. This was why the manufacturers in

England worked so hard to get the duties off imported food

products forty years ago, and the cheaper cost of Uving

resulting therefrom made possible the industrial expansion of

England.

The educational advantages of Baltimore are a cause of

increased population, of considerable moment. It is proba-

1 Twenty new houses have recently been sold or rented on a square

near my home. Of the twenty families occupying them, seven have

come from abroad.
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ble that the Johns Hopkins University alone will lead to an

expenditure of a million dollars a year by professors, stu-

dents, and families who are by it brought to Baltimore, and

the present expenditures connected in the one way and

another with this institution are sufficient to support a small

town. The Hopkins Hospital will similarly help Baltimore,

as win the new ]\Iaryland College for Women. The Peabody

Institute, the Pratt Library, and even a private gallery, like

that of Mr. Walters, do their share to bring money and peo-

ple to Baltimore, and thus to keep the city alive. Yet it

has actually been proposed to cripple all these institutions

— save the Pratt Library, which ranks as a public institution

— by taxation !

The severe storm which we experienced in March, in Bal-

timore, has again emphasized the importance of electrical

subways. The fact that there can never be any real com-

petition in the matter of these subways is so self-evident

that no attempt has, so far as I know, been made to apply

the principles of competition to them. There is a choice

between two courses of action only ; namely, reliance upon a

private monopoly and a pubUc imdertaking. New York City

is trying a private monopoly, and valuable lessons may be

derived from the experience of that city. The private com-

pany was strongly resisted by the companies which it was

proposed to force to bury their wires, and finally the people

were startled one morning to see in their newspapers the

intelligence that Jay Gould, of the AVestem L~nion Telegraph

Company, against which the law authorizing the subways

was especially directed, had acquired a controlling interest

in the subway company. Something hke this may always

be expected to happen. It is similar to what railroads have

always done with private competing canals. Again, it is

seen that one private company is not strong enough to co-
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erce powerful electrical corporations of one kind and an

other, while a private monopoly encounters an obstacle in

the odium which always attaches to private monopoUes.

Mayor Hewitt speaks of this system as " certainly very ob-

jectionable." It would be supposed that the experience of

New York would be sufficient to convince any one that it is

the function of a city to provide electrical subways. These

can readily be made to yield an income if constructed on

the plan outlined in the last article for rapid transit. Money
can be borrowed at three per cent, or a trifle over that, and

then a rental can be collected from the various electrical

companies which will yield more than the percentage paid

by the city on borrowed money. It would seem that very

moderate rentals ought to yield ten per cent, on the invest-

ment in a city like Baltimore, and this would soon pay off'

the principal of the debt.'

It is important that cities as well as states should protect

person and property by public authority, and the prospect of

a possible departure from sound policy in this respect in

Maryland led me to use these words in one of my articles

for the Baltimore Sun :—
Reports of proceedings in the legislature at Annapolis

compel me to mention a matter which would naturally be

treated in a later paper. A bill has already passed the Sen-

ate providing for the employment of special policemen by

corporations and firms. It is very questionable to entrust

even to this extent functions of government to private

parties. It is a return to the anarchistic, disorganized

state of society, when the old barons had their retainers

and engaged in warfare to suit their special pleasure. It

was generally supposed that we had left this barbarism, but

' Paris derives a large annual rental from the gas company which

supplies Paris with gas for the use of the municipal subways.
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there is an unfortunate tendency to return to it in the United

States. It is well to notice some thoughtful remarks on oc-

currences of the year 1886, which appeared in two news-

paf)eTS. The Missouri Republican, in its issue for January

I, 1887, sa)^ :
•• The past year will be forever memorable as

the year in which private armies of mercenary soldiers be-

gan to be established in this countrj-. ... It has been

fondly supposed that public law was strong enough to do

right and maintain right between the citizens over whom the

commonwealth has jurisoiotion. That, it now seems, was

an error. \Mien a difference Occurs between a great pork-

packer and his employes, it is not to the state that either

party has resort ; and to check apprehended resistance the

pork-packer finds it easier and perhaps cheaper to call out a

regiment of hired soldiers who have been armed and trained

for the service of the highest bidder." The New York Na-
tion, in its issue for Januar\- 2 7, 1SS7, 5a\-s :

• It cannot be

too soon or too well understood that, as an armed organiza-

tion oflFering itself for hire for purposes of defence in various

parts of the Union, Pinkerton's men are, we must all admit,

the greatest disgrace that has befallen the United States. . .

.

Its appearance in any other civilized country would fill to-day

everj' man in it with shame and astonishment." More may

be said : It would be impossible elsewhere. It is not dear

what is the intention of those who are behind this bill, but

it would seem that it opens the door to all sorts of abuses.

We in Majyland are quite capable of maintaining the peace

without the assistance of imported cutthroats and assassins

from the slums of other cities, and the least concession to

public decency that can be demanded is the Ohio law, which

forbids the emplojTnent of non-residents as special police-

men or deputy sheriffs. In Ohio no one outside of the

county may be sworn in as deputy, and in Ealtimore no one
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not a resident of the city should be employed as a special

policeman. This is the minimum concession. The proper

way, it would seem, to regulate the matter would be to have

all policeman appointed by public authorities, and allow,

under certain circumstances, the employment of policemen

by private parties willing to pay therefor. It is to be noticed

that after sad experience other states are passing laws to for-

bid the employment of non-residents as deputy sheriffs or

special policemen ; and by a little forethought in this matter

we can prevent bloodshed and bitterness between classes

such as we see elsewhere. It is to be hoped that working-

men and all who have the welfare of our state and city at

heart wiU bestir themselves in this matter before it is too

late. This is one of those cases where employment of home
labor is the only safe policy.

The bill to which reference was here made passed the

legislature, but was fortunately defeated by the governor's

veto.

Municipal problems must now be left, in order to devote

the remaining papers in this series to other subjects.



CHAPTER XXVIII.

OUR FUTURE RAILROAD POLICY.

RAILROADS have alread)' been discussed in one papei

in this series, but certain aspects of the problems con-

nected with raUroads were then resented for future consider-

ation.

Probably among German statesmen of recent }'ears no

one has had a higher appreciation of America than Edward

Lasker, and probably no one has entertained general \ie\vs

more in harmony with prevailing sentiment in this country.

It wiU be remembered that Congress passed resolutions of

s)-mpathy on occasion of his death, which Bismarck was

requested to transmit to the German Parliament, and that

the great German statesman refused to comply with the

request to assist in honoring his bitter pohtical opponent.

Lasker had relatives in America, and shortly before his

death visited our countr}-, and in various ways seems to

have acquired some familiarity with our institutions. I met

Lasker in 1880 in Berlin at a reception given by the Ameri-

can minister, and talked with him about the railroad prob-

lem, then nearing its solution in Prussia by the purchase of

the private roads. Lasker had conducted a remarkable par-

hamentary investigation into the affairs of the private rail-

roads in 1873, and exposed their moral rottenness so thor-

oughly that pubUc opinion began to react in favor of state

railroads. It was natural, then, that he should be found on

the side of the government in the proposed acquisition of
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the railroads, although on other occasions so bitter an oppo-

nent of the government. I was, however, specially struck

by his remark about American railroads. He said :
" You

in America must sooner or later acquire your railroads and

place them under public management. It will come as a

necessity, for natural forces are at work which will compel

you to take this course." This would have been a less sur-

prising statement from other members of the Parliament,

but coming from him, it deserves careful attention. Is it

true that forces are at work which will bring about pub-

lic ownership and management of railroads in the United

States ? Who can read the future ? Certainly it seemed as

improbable ten years ago that a mayor of New York City

should advocate municipal ownership of a system of rapid

transit as it now does that a President of the United States

should ever cast his influence in favor of a federal railroad

system. It must be said, too, that the proper railroad sys-

tem for Germany was still an open question ten years ago,

whereas now it is no longer a problem of the day. It is

settled, and the settlement is endorsed by an overwhelming

majority of the German people of all shades of political opin-

ion. One of my professors while I was a student in the Uni-

versity of Halle questioned, in 1877, seriously, the expedi-

ency of state railroads, and brought against them precisely

those arguments which we hear to-day in America ; but act-

ual experience has made him even an enthusiastic adherent

of the Prussian system, while another recent and competent

writer says the suitability of government for railroad manage-

ment is no longer open to question, since it has been settled

by the test of actual experience.

These facts deserve careful consideration ; and while the

correct course for us in the United States is by no means

clear, it seems like a wise thing so to regulate our policy as
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to enable us to give that shape to our railroad system in the

future which will best answer the demands of the situation.

Those who have read the previous articles on natural mo-

nopolies will at once be able to state what should be done at

present. It is a very simple thing to limit charters and to

provide for the acquisition of railroad property at their ex-

piration at an appraised valuation. It forces no new rail-

road system upon a people, but simply leaves a country free

in the future to determine upon a suitable policy without

well-nigh insurmountable obstacles of vested interests. This

is the old Jeffersonian principle. It leaves each generation

free to manage its own affairs in its own way. We have been

giving perpetual charters and grants, and have thus squan-

dered the rights of those who are to come after us. He has

read history to little purpose who cannot foresee trouble in

perpetual grants. The Almighty has set a limit to human
life, and evidently did not intend that the dead should by

acts, which profess to be forever binding, rule the living by

hampering them in their freedom of movement. Efforts to

do so are not likely to be successful, but they are likely to

produce endless harm. What has been gained by perpetual

grants of charters ? Nothing ; while it is easy to see how many
existing evils would have been obviated by limited charters.

All French and Austrian charters for railroads expire before

1950, and no one yet has ever shown that this limitation

has worked harm to the public, while it is certain that these

two countries will then come into an enormous possession.

France expects the railroads to pay the present vast public

debt. Limitations of charters may prevent much stock-

watering and issues of enormous quantities of bonds, but it

has never been found to check enterprise. Suppose we had

,

limited charters, and, as a consequence, the Vanderbilts and

Goulds had been able to make only ten or twelve millions of
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dollars from railroad enterprise instead of three or four hun-

dred millions : would they not still have been willing to go on

with their railroading? How could they have done better?

The plea that such vast fortunes are necessary for railroad con-

struction is disproved by the fact that excellent railroads have

been built without the assistance of men of enormous wealth.

The excellent railroad system of Wiirtemberg was constructed

under the supervision of a man who received some I3000 a

year for his services, and seems to have been quite contented.

Much that has been done cannot readily be undone, but

there is no reason why future charters should not be limited

and means provided for the acquisition of the railroads which

they authorize, should it be thought desirable. The West-

em Maryland Railroad desires to lease a part of the Chesa-

peake and Ohio Canal, and perhaps under -the circumstances

nothing better could be done than to hand the part of the

canal in question over to this corporation ; but can any one

give any reason why the lease should read for ninety-nine

years, " renewable forever " ? Is it not enough if we bind

three generations? Great teachers hke Bluntschli and John

Stuart Mill said we had no right to bind more than one. If

it is provided that the state shall at the expiration of ninety-

nine years have power to acquire the property at an ap-

praised valuation, all interests are satisfactorily protected.

One diiificulty in the way of reforms of this character is

that a class of men among us have become accustomed to

bulldoze the public. So in many states railroads used to

threaten to go around towns unless they contributed for

their construction. It is largely through such means that

our local political units have contributed some two hundred

millions of dollars for the construction of private railroads.

This has been prevented by constitutional amendments to

many state constitutions, which forbid any public contribu-
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tions to private corporations. This has not been found to

prevent raihoad building, but it has forced private parties to

use private money, and then left them free to select natural

routes. If our federal constitution prevented any charter

for any purpose whatsoever from being granted for over

fifty years, and compelled the reservation of right to re-

purchase, and of other rights in behalf of the general pub-

lic, it would be a reform worth talking about. The English

Parliament has gone even fiirther than this with respect to

certain classes of charters, rendering it impossible to grant

them for over twenty-one years.

The federal government ought to embrace every opportu-

nity to acquire railroad propertj-, to be leased, perhaps, for

the present. A^^lat propriety was there in the construction

of the Pacific railroads at the public expense, and then turn-

ing them over to private parties? Would not the people

have been better served if government had kept the right of

property in the roads and leased them for a limited period,

imder stringent conditions, to the highest bidder?

The course for Congress to pursue at the present time in

regard to these roads is sufficiently clear, and if pursued

would be the first step towards reform. It is to foreclose

the mortgages, acquire the property, and lease it for twenty

years.^ Should the federal government guard properly all

public property and all pubUc rights, it would find itself in

the possession of very considerable annual revenues from

1 Two things should be kept in view in leases of railroads : first, the

lowest possible freight and passenger charges; second, the highest

possible percentage of gross revenues for the public treasury. Our

Baltimore experience is instructive. Although we charge nine per

cent, of gross revenues for street-car franchises, and in addition tax all

their stock and plant, it has never been found to prevent street-rail-

road construction.
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other sources than forms of taxation, which are restrictions

on the free movements of commerce and industry.

A federal tax which is needed is one which will yield a

steady revenue, and a revenue which can be increased if

need be. A tax on the gross revenues of all railroads, sleep-

ing car, express, telegraph companies, and the like, engaged

in interstate commerce, might not be an undesirable form of

taxation, and might remove the possibility of a recurrence

of past financial embarrassments. There is the more reason

for this because these powerful corporations are now trying

to resist every effort to make them contribute their proper

share of state and municipal burdens, on the ground that

states cannot tax them, because in so doing it interferes

with interstate commerce.



CHAPTER XXIX.

THE INNOCENT SHAREHOLDER.

WE hear much in these days of the innocent purchasei

of raihoad shares and other property \\-ith which

fraud has been connected. The innocent shareholder has

been made to cover a multitude of sins in the discussions

on the Pacific Railroad, in the United States Senate ; and

this same character figured largely in the arguments on the

Jacob Sharp Broadway franchise before the Court of Appeals

in Xew York state. It must be acknowledged that the inno-

cent stockholder, especially in the person of the widow and

orphan, has done excellent service in the past, and is likely

to become more prominent in the future. The Court of

Appeals rendered a decision in the Broadway street-car case

which must strike the economist as a little startling, and

which, I wiU venture to assert, wiU come to be recogm'zed as

bad law inside of twenty yeais.

The charter was revoked ; but the franchise and all the

rights of this corporation, after it had met with legal death,

passed over to the directors of the railroad, to be used for

the benefit of the various claimants ; and of course, claims

for all it was worth had been established at the earliest pos-

sible moment. The people got the law, the shell of the

nut ; but the thieves got the property, the meat of the nut.

History will surely have something to say about this legal

hair-splitting. Suppose the public has rights like private

individuals, what must necessarily result therefrom? Those
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who receive property stolen from the public must be treated

like any other innocent receivers of stolen goods. We may

feel very sorry for them, but we take the property away

nevertheless, and restore it to the rightful owner. But let

us consider the case of the innocent shareholder a little

more carefully. A recovery of public property might work

hardship in some cases ; but is the innocent shareholder the

only person to be considered ? By no means ; the millions

comprised in the term " the general public " are again for-

gotten. A very few persons might have suffered if the prop-

erty which Jacob Sharp stole had been restored to its right-

ful owners, the public ; but over a miUion people suffer in

New York on account of this theft, and some of them are

widows, and orphans, and day-laborers. No one will for a

moment deny, provided he knows anything at all, about the

facts that passengers can be carried at a large profit on

Broadway, in New York City, for three cents each. The

franchise could have been sold for a small percentage of

gross receipts on condition that passengers should be car-

ried for three cents. This would have been a slight relief to

the tax-payer and a very great one to all poor people. Many

a poor widow and orphan and thousands of workingmen

trudge the streets of New York wearily for miles to-day who

might ride if fares were three cents. Every day of the year

sorrow and hardship are inflicted upon thousands of inno-

cent and worthy people because they were forgotten, while

a few other innocent people, receivers of stolen goods, were

remembered. I submit that this is an iniquity. Those who

had money enough to buy shares and bonds were not the

most helpless class in the community. It is easy enough

for one who thinks the rights of the many equal to the rights

of the few to say what ought to be done. It is to defend

public property just as private property is defended. This
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is the way to root out the anarchists, and the only way to

make a permanent impression on them. Not an abolition

of property rights is wanted, but an extension of property

rights, and vigorous measures to defend the rights of the

property of the many as well as of the few. Property is

sacred ; and when all property, that of the public as well as

of the individual, that which resides in one's own person,

one's strength— the labor power and the health, bodily

x-igor, and mind of the .workingman— are properly guarded,

attacks on private property need never be dreaded. So long

as public thieves can crawl behind the innocent stockholder

and place the widow and orphan between themsehes and pub-

Uc wrath, public property has no adequate defence, and can

have none, because those who get it at once begin to dispose

of it. If, however, we as a people begin to show a higher ap-

preciation of our own rights and treat our enemies with less

gentle consideration, people wiU hesitate about purchasing

property fiaudulently acquired; and this will produce a

wholesome habit on the part of purchasers of stocks and

bonds of making inquiry about methods whereby alleged

rights were secured. The proper method for protecting

really iimocent purchasers of stocks and bonds is easy

enough. It is to pro\ide civil as well as criminal remedies

against the thieves. It is not difficult to give those who
suffer at the hands of a man Uke Jacob Sharp ample civil

remedies whereby they can recover damages. It is a thing

which has already been done in other places, and for which

precedent in somewhat similar cases can probably be found

in the legislation of ever)- American state. I think the

EngUsh law of corporations already provides ample reme-

dies for a case like that of Jacob Sharp, and I am ven' sure

that the German law— the latest and most admirable law
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for private corporations— is all that could be desired in

this respect. As for the rest, people will soon become dis-

gusted with the " widow and orphan " plea, for it is made to

do duty so often by scoundrels. It has been said we should

not pay off the public debt of the United States because the

widow and orphan might suffer ; and a good deal of pathos

has been evolved on their account. Henry C. Adams, how-

ever, takes up the public debt and analyzes it in his work
" Public Debts." He shows that out of $664,000,000 of

registered bonds, $410,000,000 are held in sums of $50,000

and over, and he expresses the not unnatural conclusion,

" It seems a little ludicrous to urge the maintenance of a

federal debt as a measure of charity to dependent persons."

Over 73,000 persons held registered bonds, but of these

about 1500 held two-thirds of the total amount. It is

not enough for corporations to come before the public

with statements of the number of holders of stock and their

wide distribution. We want to know more than that. We
want an analysis of the wealth of the corporation in ques-

tion ; and if the information is to be of value, we must be

told just what percentage of stock is owned in small amounts,

what in moderate quantities, and what percentage in large

blocks. Should one of our states or our federal govern-

ment begin from this time forth a \'igorous defence of pub-

lic property and public rights, a few persons of undoubted

innocence and integrity would suffer at first ; but only at first,

for people would soon be more circumspect than heretofore

in purchases of stocks and bonds ; and as for the few real

sufferers, we could well afford to indemnify them out of the

public purse. As this would be bad policy on many ac-

counts, it would be better to raise money needed for this

purpose by private and voluntary offerings. \\'hen it hap-
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pens that members of the dependent classes, like widows

and orphans, are injured by a recovery of public propert}-

which has been stolen, I am willing to put my name down

on a subscription list for their relief for a generous sum, and

to use all the influence I have in inducing others to do

likewise.



CHAPTER XXX.

THE DEPENDENCE OF ARTIFICIAL MONOPOLIES
ON NATURAL MONOPOLIES.

THE man of one idea is in some respects a useful man,

for he sees a portion of the truth, and the intensity of

his conviction in regard to its importance leads him to be-

come an apostle on its behalf. Tariff reformers who find

in protectionism an explanation of all the evils with which

America is inflicted are doubtless blind to the real significance

of innumerable classes of phenomena, but they are often on

this account the more ardent in the propagation of the truth

which they do see. Doubtless fanatics are needed to help

on in the world's work. Nevertheless, one-sided advocacy of

true principles has its disadvantages, for an exposure of the

exaggerations into which men are thereby drawn leads

many to overlook the kernel of truth about which so much

error has gathered ; or, to use a different figure, those who

perceive the vast amount of chaff which incloses the wheat

are too often inclined to reject the chaff and the wheat alike

rather than to take the trouble to separate the two.

Much nonsense is jvritten about the tariff and monopoly,

and the Chicago Gas Trust has even been connected with

protectionism, with which in reality it has about as much

connection as the rainfall of Baltimore with the length of the

river Nile, It seems to me desirable for us to form clear

notions about the actual workings of a protective tariff, and

the consequences which in reality may be attributed to it.
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I think that we will thus, on the whole, contribute vastly

more to true and permanent progress than by a blind ad-

vocac}- of we know not what.

It has been attempted in prcNious articles to show that

certain pursuits are in their own inherent nature monopolies.

These have been enumerated and described. They have

become of vast importance during the past fifty )'ears, but,

nevertheless, they include only the minor part of our indus-

trial life. The great majority of men are engaged in pur-

suits which are not natural monopolies ; and if these men
contrive to make of them business monopolies, it shows

at once that something is wrong. Commerce, agriculture,

mining, and manufactures are only in rare and exceptional

cases natural monopolies. Yet we see a great many mo-

nopolies which may be placed in one of these classes. They

are all artificial monopolies, and consequently are evils

which should be suppressed. They violate the fimdamental

principles of our existing social and economic order, and

are, as has been alread)- stated, sociaUstic and revolutionary.

There are two causes of artificial monopolies. The first

is legislation in behalf of men engaged in a pursuit not a

natural monopoly. The second is the connection of a pur-

suit not a natural monopoly with one which is a natural mo-

nopoly, so that the two become, to a certain extent, one. I

lay it down as a general proposition that artificial monopo-

lies are businesses which have become monopolies only by an

alliance with a business which is a natural monopoly, ^\^lat

legislation, as seen in a protective tariff, does, is simply to

aid this alhance, to render it easier to form it, and to make

it more impregnable when formed. He who thinks that

tariff reform alone would remove monopolies and trusts, has

not grasped the ABC of poUtical economy. I ask the

readers of the Sun to remember this. I believe that politi-
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cal economy is sufficiently advanced to enable me to pre

diet this with almost as great certainty as an astronomer

can predict a coming eclipse, and I am willing to take upon

myself whatever risks to my reputation as a scientific man

are involved in this prediction. A reform in the field of

natural monopolies must accompany tariff reform in order

to uproot artificial monopolies.

The transfer of baggage from houses and hotels to rail-

road stations, and from railroad stations to houses and

hotels, is not a natural monopoly, but it is a business which

in every one of our great cities has become a partial mo-

nopoly. How did the business become an artificial monop-

oly ? How has competition been well-nigh crushed ? Be-

cause in each great city one or two companies form alliances

with railroad companies and obtain exclusive privileges on

the trains and in the stations, the railroad companies obtain-

ing some quidpro quo— the railroad companies or some of

their officials, for I think it is not so often the stockholder

who receives the benefit as various officials who are let in

on the ground floor. Thus it was that in 1879 the Erie

Railroad was found covered with barnacles ; but on the

whole there has been an improvement in this respect in

recent years. But this is merely said " by the way."

As railroads are natural monopohes, those dependent

upon them are often made monopolies by their action.

The Standard Oil Company senes as another illustration.

It obtained a monopoly through an alliance with the rail-

roads of the country, and this gave it special freight rates

which no one else could secure. The report of the special

committee appointed to investigate the railroads in New
York in 1879 showed that the Standard Oil Company had

received in rebates ten millions of dollars in eighteen

months. It was impossible for competitors to stand up
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•gainst such frightful odds. Quite recently a railroad in

Ohio was found to have given the Standard Oil Company
an advantage of three hundred and fifty per cent, over Mr.

George Rice, of Macksburg and Marietta, their chief com-

petitor in that part of Oliio.' It was this aUiance with a nat-

1 This is not quite accurate. The arrangement was that, on oil

shipped from Macksburg to Marietta, Mr. Rice should pay thirty-five

cents a barrel, and the Standard Oil Company ten cents, but that

of the thirtj-five cents collected from Mr. Rice, twentj'-five should

be turned over to the Standard Oil Company. The railroad was the

Qeveland and Marietta, then in the hands of a receiver, who was re-

moved by Judge Baxter, of the United States Circuit Court. The
following account, condensed from reports which appeared at the time,

gives the details of the case :
—

THE aRCUIT COURT OF THE UNITED STATES,

Southern District of Ohio, Eastern DiTisicti.

Parker Haxdy and John Patex, Trustees, vs. The Cleveland

AND Makiett.a. R.\ilroad Coiip.\xv et al.

This suit was commenced in the Common Pleas Court of Washing-

ton County, Ohio, January 12, 18S5, to foreclose a mortgage upon the

Toad and other property of the defendant, the Qeveland and Marietta

Railroad Company, in which Phineas Pease was appointed receiver. . .

In March, it was transferred to this Court. Everrthing progressed sat-

isfactorily until October, 1885, when, upon complaint made of unjust

discrimination by the receiver, an investigation was had, resulting in

the development of the following facts :
—

The Standard Oil Company owned or controlled certain pipe lines

through and by means of which it collected and piped the oil procured

by it in the vicinity of Macksburg, a station on the said road, to be

carried thence by rail, either to Qeveland or Marietta. It thus con-

trolled a large amount of freight which the receiver was, very naturally,

solicitous of securing. But the conditions proposed were so unusual

and unjust, and oppressive to rival shippers, that the receiver, after re-

luctantly acquiescing in the company's demand, sought to fortify him-

self by the advice of an attorney, and to this end wrote the following

communication :
—
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ural monopoly, and this alone, which enabled the Standard

Oil Company to secure a monopoly. The competitors of

this concern have not retired before its superior business

ability, but before its cheaper freight rates. It is by pursu-

Cambridge, Ohio, Feb. 25, 1885.

Edward S. Rapallo, Esq., General Counsel for Receiver, J2 Nassau Street,

New York:

Dear Sir : This will introduce Mr. J. E. Teny, Assistant General Freight

Agent of this road, whom I send to New York to counsel with you in regard

to verbal arrangements made with the Standard Oil Company for trans-

porting the oil product along the line of our road to Marietta. Upon my
taking possession of this road, the question came up as to whether I

would agree to carry the Standard Company's oil to Marietta for ten cents

per barrel in lieu of their laying a pipe-line and piping their oil. I of course

assented to this, as the matter had been fiilly talked over with the W. & L.

E. Company before my taking possession of the road, and I wanted all the

revenue that could be had in this trade.

Mr. O'Day, Manager of the Standard Oil Company met the General

Freight Agent of the W. & L. E. Railroad, and our Mr. Terry, at Toledo,

about February 12, and made an agreement (verbal) to cany their oil at ten

cents per barrel. But Mr. O'Day compelled Mr. Teny to make a thirt)'-

five cent rate on all other oil going to Marietta, and that we should

make the rebate of twenty-five cents per barrel on all oil shipped by other

parties, and that the rebate should be paid over to them (the Standard Oil

Company), thus giving us ten cents per banel for all oil shipped to Mari-

etta, and the rebate of twenty-five cents per barrel going to the Standard

Oil Company, making that company save twenty-five dollars per day clear

money on Mr. George Rice's oil alone.

In order to save the oil trade along our line, and especially save the

Standard Oil trade, which would amount to seven times as much as Mr.

Rice's, Mr. Terry verbally agreed to the arrangement, which, upon his report

to me, I reluctantly acquiesced in, feeling that I could not afford to lose the

shipment of seven hundred barrels of oil per day firom the Standard Oil

Company.

But when Mr. Teny issued instructions that on and after February 23,

the rate on oil would be thirty-five cents per barrel to Marietta, Mr. George

Rice, who has a refinery in Marietta, very naturally called on me yesterday,

and notified me that he would not submit to the advance because his busi-

ness would not justify it, and that the move was made by the Standard Oil

Company to crush him out. [Too true.1
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ing a shrewd policy in this respect that Mr. Rice has been

able to Tnafnfain an existence as an oil refiner. \M2erever

freight rates are too much against him he retire from the

field and seeks another market where he can contend on an

Mr. Rice said :
" I am wiUing to continue the 17s cent rate, which I l^ve

been payii^ from Decemberjto this care."

Now, the qiiestic:^ natuiaSj presents itself to my mind, if Mr. George

Rice should see fit to prosecute the case on the gionnd of unjost disciimi-

nadon, votild the tecehrer be held, as the manager of ^'"i^ property, for tio-

latkm of lav? While I am determined to use aZ honorable means to

secnre traffic for 3ie companv. I am r.ot \nning 10 do an il^egaj Jict (if this

can be caZed illega.) and lay ti^us company Imble for damages. Mr. Teny
is aUe to exp^in aZ minor qaestions re'.anve 10 this matter.

Hoping for yoor car^izl consideration of this matter and an early reply,

I remain, sir, tnily yours,

P. Prase.

Receioer and Gaierz^l ^ifzr^a^er.

REPLY OF MR- RAPAIXO.

32 Nassau Street, New York, March 2, i£S5.

Gemeral Pkir^zs Pease, Receiver CS^J>elamd c^ Jfarietra Railroad Cc: .

Dear Sir: My ofunion is asked as to the legality <A your making
such an arrangement wiih the Siai^dard Oil Co:mpany as set fonh below

:

The fects, as I undeistand ihemi, are as follows ; The Siii:d2:rd Oil Com-
pany proposes to ship, or control the flipping of a large amcont of oil over

your road, say a quantity sufficient to yield you $9000 freight per mondu
That compaiiy a]so owns the pipes ihrough which oil is conreyed from die

wels owned by individuals to ytmr railroad, esc^ those pipes leadii^

from the v^h of Mr. Geor^ Rice, which pipes are bis own. "ITiis com-

p- -.r ~ h?s, or can acquire ^cijtfes for storing all iis oil until su<^ time as it

cRn lay fHpes :o ^farietta, and i2ms deprive your company of the carriage

of its oiL

The amotmt of oil tupped by Mr. Rice is comparatively small, say a

quanirrr sufficient to yield ^300 per month for freight.

The Standard Oil Company threatens to store, and afrerwards pipe all

oQ under its control, unless yon make ihe :c lloidng arrangement, viz. : You

shall make a uniform rate of thirty-five c^nts j>er barrel for all persons

ftxomtitig die Siandaid Oil Company ; you shall charge ^lem ten cents per
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equal footing. The competitors of the Standard Oil Com-
pany have never complained of the superior skill or superior

business ability of the Standard Oil men, but of the favorit-

ism which has been shown them by the railroads ; and

barrel for oil, and also pay them twenty-five cents per barrel out of the

thirty-five cents collected from other shippers.

It may render the subject less difficult of consideration to determine,

first, those acts which you cannot with propriety do as Receiver.

You are by the decree vested with all the powers of receiver according to

the rules and practice of the court, are directed to continue the operations of

the railroad, and can safely make disbursements from such moneys as come
into your hands for such purposes only as the decree directs, viz. : wages,

interest, taxes, rents, freights, inileage on rolling stock, traffic balances, and
certain debts for supplies. In my opinion this would not protect you in

collecting freight from one shipper and paying it over to another. All

moneys received therefor, from any person for freight over your road, must

pass into your hands and there remain to be disbursed by proper authority.

After an examination of your statutes, however, I find no prohibition

against your allowing a discount, or charging a rate less than the schedule

rate to a shipper on account of the large amount shipped by him.

As you are acting, therefore, in the interest of the company, and endeav-

oring to increase its legitimate earnings as much as possible, I find nothing

in the statutes to prevent your making a discrimination, especially where

the circumstances are such that a large shipper declines to give your road

his freight unless you allow him to ship at less than the schedule rates.

Therefore, there is no legal objection to the making of an arrangement,

which in practical effect may be the same as that proposed, provided the

objections pointed out above are obviated.

You may, with propriety, allow the Standard Oil Company to charge

twenty-five cents per barrel for all oil transported through their pipes to your

road, and I understand from Mr. Terry that it is practicable to so arrange

the details that the company can, in effect, collect this direct, without its

passing through your hands. You may agree to carry all such oil of the

Standard Oil Company, or of others, delivered to your road through their

pipes, at ten cents per barrel. You may also charge all other shippers thirty-

five cents per barrel freight, even though they deliver oil to your road

through their own pipes, and this I gather from your letter and from Mr.

Terry would include Mr. Rice.

You are at liberty, also, to arrange for the payment of a fireight by the

Standard Oil Company calculated upon the following basis, viz.: Such

company to be charged an amount equal to ten cents per barrel, less an
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how close the alliance is can be seen in freight classifications

and changes therein in order to secure special favors for

the monopoly, and by hook and crook to make competi-

tors an impossibilit}-.

amount equivalent to nventv-five cents per barrel for all oil shipped by Rice,

the agreement between you and the company thus being that the charge to

be paid by them is a certain sum ascertained by such a calculation.

If it is impracticable so to arrange the business that the Standard Oil

Company shall in effect collect the twenty-five cents per barrel from those

persons using the company's pipes from the wells to the railroad without

its passing into your hands, you may properly, also, deduct from the price

to be paid by the company an amount equal to twent}'-frre cents per barrel

upon the oil shipped by such persons, provided your accotmts, bills, vouch-

ers, etc., are consistent with the real arrangement actuallv made, vou will

incur no personal responsibility by carrying out such an arrangement as

I suggest.

It is possible that by a proper apphcation to the court, some person may
prevent you in fiiture from permitting any discrimination. Even if Mr.

Rice should compel you subsequently to refimd to him the excess charged

over the Standard Oil Company, the result wou'd not be a loss to yoiu" road,

taking into consideration the receipts from the Standard Oil Company, if I

understand correctly the figures. There is no theory, however, in my
opinion, imder the decisions of the Courts, relating to this subject, upon
which, for that piupose, an action could be successfiilly maintained in this

instance. Yours truly,

Edward S. Rapallo.

The Leader, of Marietta, of November 24, 1885, says : Judge Baxter

characterized Rapallo's letter " as being the most insolent paper he ever

heard presented to a Court*. . . It is very clear that these enormous

discriminations have been disastrous to the business interests of our

cit\-, for the difference in rate against all our independent refiners is so

great as to about equal their full profit on oU refined, and so their busi-

ness has been nearlv destroyed, except that of Mr. Rice, who was

driven to save himself by the construction of a pipe-line of his own.

" While this is so, the road has not been benefited by the action of

the receiver, for the Macksburg pipe-line carries its own oil to Parkers-

burg: the road has thus been deprived of the fireight, and our city

of the successfiil refining business it should have."
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The curious will find the story well told under the title

of " A Commercial Crime," in Hudson's " Railways and the

Republic."

The production of coal furnishes another illustration.

This ought not to be a monopoly, but as to anthracite coal

it has become such by its connection with railroad com-

panies. A group of men interested in mines control the

roads, and are thus able to dictate to other operators and

rule them with a rod of iron, which renders the trades-

union tyranny, of which we hear so much, insignificant in

comparison. Men living in Maryland know full well that

they are not at liberty to pay their men what they will, to

mine coal where they will, and in quantities which suit their

own convenience. They must do what they are told to do,

or suffer financial ruin. A pursuit not a natural monopoly

has become an artificial monopoly through an alliance with

a business on which it depended, and which is in its own

nature a monopoly. It is on this account that the constitu-

tion of Pennsylvania renders it illegal for a railroad to

engage in any other lines of business than those connected

with transportation. It is an entirely correct policy to de-

mand that the railroads shall be held rigidly to their own

proper functions, and that they shall serve all alike in order

to avoid artificial monopolies. This was also the purpose

of the interstate commerce law. The aim is correct, but

there is no reason to think that the purpose of the Penn-

sylvania constitution or the interstate commerce law will

be accomplished by present methods. The state consti-

tutional provision and the federal law are of value as

establishing a principle, but that alone is their chief sig-

nificance.

There may be rare and exceptional cases in which the
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tariff alone will enable men to secure a monopoly, but the

approved method is to get control of the home market by

alliances with natural monopolies, and then to keep foreign

competition out by a high-tariff wall. The two go hand in

hand.



CHAPTER XXXI.

GOVERNMENT BY SPECIAL INTERESTS.

GOVERNMENT is created to promote the general wel-

fare, and.when it is used to advance special interests

which are not at the same time general interests, it is per-

verted from its original purpose. Our federal, state, and

local governments are now controlled by men who hold

their offices in trust for powerful private parties, and they

view public measures, not from the standpoint of the gen-

eral public, but from the standpoint of those in whose

employ they are. This has been previously mentioned in

this series of articles and need not be enlarged upon, for

it is sufficiently obvious to those who " have eyes to see."

One proof of this is the way in which legislative favors are

exchanged. A. promises to support B.'s bill if B., in turn,

will vote for some measure which interests A. This occurs

daily, and would of course be an impossibility if A. and B.

both voted simply for measures which they regarded as

designed to benefit the public. Another evidence of the

influence of private interests is seen in the question so

often asked by legislators of the powerful when they visit

the legislative halls, " Well, what can I do for you to-day?"

The power held as a trust for the people is in return for

some bribe, direct or indirect, placed at the disposal of a

private person. The lobbies which exist everywhere are a

further proof. These are maintained to instruct legislators

in regard to private interests and to make it worth while
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for them to help forward some scheme for plundering the

people. Again and again have citizens found it an absolute

impossibility to secure any attention for measures designed

simply to benefit the general public. Legislatures and city

councils will not even take time to give them superficial

attention. Consequently the practical man does not go

in a straightforward manner to any one of our legislative

bodies, and say :
" I have de\ised plans for public improve-

ments which will be of great benefit to our city, and I

desire to explain them to you." On the contrar)-, he goes

to some one who has influence and brings his plans forward

in this indirect manner. It took a scandal like the Jacob

Sharp case to force a bill through the New York legislature,

rendering the sale of street-car franchises compulsory ; and

when in the legislature it was suggested that charters be

limited as to length of time as in Louisiana, the influence of

boodle was too strong. I say this because I hold that there

was no lack of knowledge as to correct methods of dealing

with the problem. It is simply ^impossible to find any

grounds for unlimited street-car franchises, and had public

interests been decisive, the franchises would have been

limited in time. We have the fact of government by special

interests known to all men. Now what is the cause ?

The more carefully I examine the facts of the case, and

the more I reflect upon the nature of the problem, the

more inclined I feel to agree with those who find a chief

cause in the protective taiifi". The moment a tax is placed

on imported goods, that moment those engaged in its pro-

duction at home have an interest in the control of legisla-

tion to suit their private ends. It is unavoidable. The

temptation to do wrong is absolutely inseparable from pro-

tectionism. Those who are protected form an association

and keep agents at Washington, whose business it is on the
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one hand to raise the tariff, 'on the other to prevent a reduc-

tion in the tax on imported commodities. Special private

interests are thus created by legislation, and these make free

use of money. Assessments are levied on producers of

taxed commodities to support a lobby at Washington, and

in certain branches of productions manufacturers have come

to look upon these assessments as a mere matter of course.

The money goes to Washington, and no account is ever

rendered of the mode in which it is expended. Legislators

get in the habit of looking for remuneration of some kind

for the performance of their legislative functions, and the

most unscrupulous use ofi&ce for what it wiU bring. There

are two ways in which money can be made by legislators.

They can receive money for their aid in getting through

bills in which private parties are interested, and they can

bring forward unjust bills designed to injure private parties

purposely to be bought off. Proper bills, designed to

guard the public interests, are also frequently brought for-

ward, and then a shrewd legislator can obtain credit with

the public for his service at the same time that he receives

boodle for secretly killing his own biU. There is every

reason to believe that such things happen at Albany, but of

course not in connection with the tariff. The corruption of

state legislatures and municipal councils is the work of those

in possession of natural monopolies. The natural monopo-

lies must be controlled, because it has been demonstrated

by actual experience that it is impossible to turn over trans-

portation, light, water, and the like to private corporations

without regulation. Now the moment regulation begins, a

diversity of interest between the public and private parties

is created, and a wide door is opened for corruption.

It is easier to see this in a small town. Let us, therefore,

again take the case of water-works in two places already
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mentioned. Fredonia, .New York, has public works. No
corporation exists to corrupt the village trustees ; no power-

fiil private interests adverse to those of the general public

exist The only source of corruption is the civil service,

and the appointment of one or two officials has never been

found to be appreciably demoralizing. Let us leave Fre-

doEiia and go to Jamestown, in New York, where a private

water company exists. This company has from the start

been engaged in litigation with the city. Now can any one

fafl to see how this at once introduces a corrupt and debas-

ing influence in mimicipal poUtics ? AMiat has taken place

in Jamestown I will not attempt to say ; but the usual course

is for the private corporation first to get control of the

press, or a portion of it, then to send men to the council to

decide all disputed questions between the corporation and

the city in favor of the former, also to effect a repeal of

any reserved public rights. The corporations have a tre-

mendous advantage because they are utterly unscrupulous.

Parties are to them merely tools. " In Republican districts I

am a Republican, in Democratic districts I am a Democrat,"

is the assertion of a notorious railroad president. I might

name a Western citj' in which there is reason to believe that

the street-car corporations elect every municipal councillor,

whether a Democrat or Repubhcan, because in all the wards

they control both parties. WTien I used to live in New York

City I was in a position to know that nothing was so effect-

ual in securing employment on the street-car lines-as "a

political pull," and there is reason to suppose that the same

condition of things exists to-day. The street-car conductors

and drivers were practically in the employ of politicians, and

were a worse cause of demoralization than the same number

of municipal employes, as there was not the same opportu-
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nity for exposure and improvement in methods of appoint-

ments.

Both causes of corruption and government by special in-

terests are something inseparable from present policy. What

should be done with respect to natural monopolies has al-

ready been explained at sufficient length. It may be well to

add a word about tariff reform.

Let us first examine all the different sorts of protective

tariffs which can be defended on rational grounds, thus

summing up and completing what has gone before on this

topic. A protective tariff is not a good thing in itself. It

prevents some people from doing what they would like, and

thus restricts their liberty. It also causes these people a

pecuniary loss, at least for the immediate fiiture ; either they

pay the tax, or the tax is so high that they do not pay it,

but purchase other commodities at a higher price than that

demanded for tne foreign commodity. Both cases aHke

require a sacrifice of financial resources. An inferior

article may perhaps be purchased at the same price, but

this course also entails loss. If neither a foreign nor a

domestic commodity is purchased, a sacrifice is still required,

because we must suppose that the commodity would sub-

serve some purpose. Whichever alternative we take, we

find that, for the time being at least, protective tariffs inter-

fere with liberty and cause sacrifice. They must then jus-

tify themselves. They stand on the defensive.

The first kind of a protective tariff, which can be de-

fended in certain places and at certain times, is what we

may term an Educational Tariff. The protection of infant

industries would fall under this head. The case of infant

industries has already been discussed with reference to the

United States. If there ever was a time when protective

tariffs were justifiable in the United States on account of the
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infancy of our industries, that time has long passed. The
practical difficulty connected ^ith the protection of infant

industries has already been mentioned. It requires a great

deal of wisdom to know how to apply such a tariff, and it

requires a remarkable degree of integrity— one, it is safe to

say, never yet found in an American Congress— to lessen the

protection gradually and finally to withdraw it altogether.

Protective tariffs have a terrible hold on a country when once

established. Educational tariffs would include tariffs to pro-

tect some lines of industries to which a country might be

peculiarly adapted, but for the pursuit of which it might

require a certain amount of industrial education. Japan

may serve as an example. It is'conceivable that when such

a country first enters upon international trade, the indus-

trially backward condition of its people who are at the same

time by nature gifted, and are progressively inclined, may
place it at a peculiar disadvantage in pxirsuits in which it

may reasonably hope shortly to excel. A temporar\- disad-

vantage may thus, it is conceivable, rest on such a countn,'

with respect to those pursuits for which it will shortly pos-

sess relatively the greatest facilities. It takes time to ac-

cumulate capital, to break with old customs, to become

famUiar with modem methods, and to adopt them as part of

the new economic life. The temporarj- sacrifice of a pro-

tective tariff would then be counterbalanced by permanent

gain in the fiiture.

The only kind of a protective tariff advocated by Fred-

erick List, already mentioned as perhaps the ablest of the

protectionists, is an educational protective tariff. I am not

prepared to say that great as are the difficulties of such a

tariff, I would never advocate it under any circumstances.

It may be mentioned incidentally that the art of govern-

ment has progressed rapidly during the past fifty years, that
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it is still progressing rapidly, and that people through gov-

ernmental agency are daily performing successfully things

which the older theorists pronounced impossible. However,

any one who says that an educational tariff is now needed

in the United States simply talks nonsense. It may be

doubted if it ever was needed. If the manufacturers

needed any assistance to tide over the difficulties of 1816,

it could have been given them in other ways described

in previous chapters. Large capital accumulations exist

in this country. Marvellous and almost unequalled natural

facilities for wealth creation are here found, and the Ameri-

can people are alert, active, intelligent, gifted \vithal with

wonderful inventive genius. * It is not with respect to indus-

trial education certainly that we are in a backward condi-

tion.

The second kind of a rational protective tariff may be

called a Social Tariff. This is a tariff laid to help the

laboring classes for social reasons. The general public is

interested in the condition of the laboring classes, and it is

altogether desirable that wages should be high ; that hours

should be shortened ; that dwellings should be improved

;

that the reckless waste of life in our industries should be

diminished by employers' liability acts and factory laws for

sanitary inspection of workshops, for the fencing in of

dangerous machinery, for prohibition of child labor, for re-

striction of the employment of women, and the Uke. The

happier, the more intelligent, the more prosperous, the

more moral the laboring classes, the better, and every meas-

ure which improves their environment deserves commenda-

tion. But does the welfare of the laboring classes require

us to establish a protective tariff? It has already been

mentioned that high-priced labor is the cheapest labor, and

those countries where laborers work the fewest hours and
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receive the highest wages are most dreaded in international

competition. It has been said that German manufacturers

require some temporary protection on account of social

changes there going forward. Expensive schemes are there

being inaugurated which look to the compulsory insurance

of all artisans and mechanics to provide for accident, dis-

abiUty, and nearly all disasters which overtake working

people. Part of the cost must be defrayed by the employ-

ers. Granting all the premises, it is conceivable that there

may be justification for a limited and moderate protection.

Professor Lexis of Breslau, a carefid and scholarly writer,

speaks of a tariff of thirty per cent, as the extreme limit of

,

desirable protection.^ But whatever may be the situation of

German manufacturers, there is no ground for advocating a

social protective tariff in the United States. Our labor is

so efficient and our resources are so boundless that employ-

ers can still pay current wages and derive larger average

profits from their capital than European competitors.

International factory legislation has been suggested as

preferable to a social protective tariff. It is proposed that

the great nations of the world come to some common agree-

ment respecting the hours of daily toil, or the normal work-

ing day ; also employers' liabiUty, safeguards against acci-

dents, child labor, the labor of women, the education of

the masses, workingmen's insurance, and such matters, so

that no nation shall be placed at a disadvantage on account

of what it does for the laboring classes. Switzerland has,

indeed, made propositions looking to international factory

legislation to other governments, but these have not met

with a.warm reception. As between the two, there can be

no doubt that international agreement respecting factory

1 See his monograph on Handel in the 2d edition of Schonberg's

" Handbuch der PoUtischen Oekonomie," Tubingen, 1886.
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legislation is preferable to a social protective tariff. But it

will be very difficult to bring about such agreement.

The third kind of a rational protective tariff we may call

a Military Defence Tariff. If a tariff is required to insure

the production of things absolutely necessary to the safety

of a country in time of war, and of which it may possibly

be deprived by its enemies, it goes without saying that the

tariff is rational. The manufacture of powder in Switzer-

land is, perhaps, an example. It is conceivable— though

not probable— that Switzerland might, under certain con-

tingencies, be deprived of the opportunity to obtain powder

from foreign nations. If there is even a remote possibility

that the supply of arms and ammunition could be cut off, a

country might do well to protect the manufacture of these

articles by a protective tariff. It will, however, generally, if

not always, be more profitable to support government estab-

lishments for the production of such things, and so to con-

trive them that it be possible to increase largely their product

at a moment's notice.

There never can be any propriety in a miUtary defence

protective tariff in the United States. First, it is difficult to

see what thing necessary in war would not in our country

be produced without a tariff; second, it is inconceivable

that a country whose boundaries are twenty-five thousand

miles long should be shut off from all intercourse with for-

eign nations. It is quite proper and answers all purposes

that government should maintain a few navy yards and

establishments for the manufacture of things needed in war,

and that in ship constniction, outside of its own establish-

ments, it should make contracts \vith home producers.

A fourth kind of protective tariffwe may call a Relief Tariff.

It is conceivable that on account of the general welfare it

may be well to tax the community to bolster up an impor-
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tant special interest, or to prolong a transition period from

one sort of industrial life to another, and to mitigate the

distress incident to such a period. The only example

which occurs to me is that of the land-owning and agricul-

tural classes of Germany. These are the backbone of the

country, and their economic ruin would involve radical

changes in the political and social character of the nation.

The competition of American farmers has produced great

distress among the agriculturists and rural land-owners of

Germany. -They labor under mortgages and heavy fixed

charges, and it is a long and painful operation for them to

adjust themselves to a much lower range of prices for agri-

cultural products. Educated and intelligent Germans say

that their peculiar condition justifies a moderate protective

tariff. Yet there can be no doubt that the taxes thereby im-

posed upon the commimity have produced distress, and tend

to retard the development of manufactures by increasing

the price of food, and consequently raising wages. A relief

tariff wiU produce more distress than it cures unless it is

applied with discretion and moderation.

The fifth kind of a rational protective tariff we may, for

lack of a better term, call an Historical Continuity Tariff.

The present depends on the past. We cannot neglect his-

torical conditions without harm. Sudden and radical changes

ruin important industiial factors. A tariff of a hundred

years' duration in the United States cannot be left out of

consideration, even if it has given an unnatural and injurious

direction in some important instances to capital and labor.

A sudden change of policy— an introduction to-morrow, for

example, of fi^ee trade in the United States— might increase

imports largely and cause a temporary outflow of a part of

our supply of precious metals. This might bring about a

readjustment of prices and lower prices in the United States.



220 PROBLEMS OF TO-DAY.

Now while high or low prices in themselves may be a matter

of little importance, it is of vast importance whether prices

rise or fall. Lower prices would bring about an increase in

value of all bonds, mortgages, and fixed obligations ; conse-

quently would increase public burdens resting on the com-

munity, and private burdens resting on all debtors and on

all others having fixed payments. This would be most

disastrous in its consequences.

Free trade would open up to us many foreign markets,

and in the end there is reason to believe would increase our

supply of money as well as of other commodities. It would

in the end add to our wealth in every respect. But too

sudden transitions are dangerous.

These are, I conceive, the only kinds of rational protec-

tive tariffs, and only the last is applicable to the United

States. It is to be noticed that they are all temporary in

character, and I think no protectionist writer of first-rate

ability has ever contemplated protectionism as a permanent

policy.

Retaliatory Tariffs have been frequently mentioned. Their

aim is to force countries to lower or remove commercial

restrictions by retaliatory duties. Nothing seems ever to

have been gained by such measures. Retaliation is more

Ukely to lead to retaUation in turn by increasing instead of

removing restrictions. Retaliatory tariffs are not called for

in the United States. The aim of retaliatory tariffs is fi-ee

trade and not protection. Retaliatory tariffs are measures

whereby it is hoped that free trade may become reciprocal,

and can be consistently advocated only by those who accept

the proposition that free trade is a good thing. The EngUsh
" fair traders " advocate retaliatory tariff's in order to force

other countries to adopt the principles of free trade. It seems

clear, however, that the fair trade movement— if it should
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ever lead to practical results, of which there is no prospect

— would injure England, and attain no results whatever in

the desired direction. The adoption of fair trade by Eng-

land would certainly strengthen the protectionists in the

United States. Even the fair-trade agitation has done that.

Tax-Equalizing Tariffs are tariffs laid on goods to coun-

terbalance excise or internal revenue taxes, and as they do

not change relations between home and foreign producers,

are not really protective at all.

Did free trade already exist, there is reason to believe that

it would be a good thing for the country. We have supe-

rior advantages over other countries, and the strongest is not

the one to suffer in competition. Farmers and workingmen

are the last ones to gain by protection, and I have no doubt

that both would gain were trade as free between Europe and

America as between our states. However, the fact of the

tariff exists, and the fact is of vast importance. Our indus-

tries have grown up under it for over seventy years, and

have become more or less adjusted to an artificial state of

things. Good faith requires that we should in dealing with

manufacturers bear this fact in mind, and move carefully

in readjusting trade relations. This is not saying that we

should do nothing, but simply that rash, hasty movement

should be avoided. No one has received any pledge that

tariff laws would not be changed, yet it seems only fair that

those who have relied upon a traditional pohcy should have

a little time in which to adjust themselves to a new state of

things, ^^'hile it is true that the fears entertained in many

quarters in regard to the effects of even radical tariff reform

are greatly exaggerated, there can be no doubt that immedi-

ate free trade would ruin a good many manufacturers. Now
our industrial life has become an organism, and you cannot

injure one member without injuring the entire body. This
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is well established. Industrial shocks are propagated. An
injury to manufacturers may involve banks, these in turn

the farmers, and so on indefinitely. Industrial organism is

extremely sensitive, and displacements of labor and capital

are attended with a great deal of pain.

Farmers have nothing whatever to hope from protection,

and as a step towards tariff reform free raw materials will be

likely to benefit the general public and to produce no indus-

trial shock. Free raw material should be accompanied by

correspondingly lower duties, or even by duties a little more

than proportionately lower. Whenever any article is placed

on the free list, it is a clear gain, and one temptation to gov-

ernment by special interests is removed. A steady, per

sistent effort should be made to tax as few things as possi-

ble, as thus interference with trade and temptation to cor-

ruption will be reduced. A fruitful source of fraud and

injustice as between various ports is caused by difficulties

attending valuations. It is desirable to simplify adminis-

tration by substituting in every practicable case specific for

ad valorem duties.
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INTRODUCTORY NOTE.

THIS address was delivered at the General Christian Con-

ference, held under the auspices and direction of the

Evangelical Alliance of the United States, at Boston, Dec. 4,

18S9. Another address was announced by the secretary of

the Alliance, Rev. Josiali Strong, D.D.. and a discussion was

also advertised. On this account I attempted to present

one Kne of thought chiefly, leading other aspects of the ques-

tion for other speakers. Had this address been intended to

stand by itself, it might have been necessar}- to enlarge on

indi\idual work, considered in itself and in its relation to

public work. I speak of the importance of the work of the

Earl of Shaftesbury as a legislator : years of hard private

work on his part, and on the part of manj' others, were re-

quired, to make his legislative reforms a possibilit}'. ^^^liIe

legislation often lags behind its possibilities, it is likewise true

that it sometimes is in advance of public sentiment, and that

it consequendy is ineffective.

There is plenty of work to do ; and no one need feel dis-

couraged because he cannot enter a state legislature, or Con-

gress. Ever)' good influence exerted on any human being

helps to render all other good work more successful. Yet

in certain classes of tlie community,— and those, the most
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influential,— the truths which I tried to impress on my audi-

ence need emphasis at the present time. When all qualifi-

cations are made, it remains true that no power for good

. equals that of good government. I was reading an account

of the work of the Salvation Army, in saving fallen women,

in the slums of cities, when the thought occurred to me,

Here is, after all, highly beneficial work of a purely private

and individual character ; but reading further in Mrs. Booth's

book, " Beneath Two Flags," I came to these words in re-

gard to the " Rescue Homes " for fallen women :
" Of the

thirteen homes, in different foreign lands, those in Australia

are the most prosperous. This can be attributed largely to

the appreciative government support they receive. The Vic-

torian government had even made a grant to the Melbourne

Home."

The addresses delivered at the General Christian Confer-

ence are all to be published for the Evangelical Alliance, by

the Baker & Taylor Company ; and my thanks are due to

the Alliance for permission to print the paper in this place.

RICHARD T. ELY.
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WORKING in EasJ London there are two devoted

city missionaries,— Slev. Samuel A. Bamett, and his

wife, Mrs. Henrietta O. Bamrtt. Mr. Bamett is rector of

St. Jude's Church j and he and bis wife have been faithfully

toiling among the masses, for th-^ir material, moral, intel-

lectual, and spiritual uplifting, for fif'een years. During this

time they have gained a vast fund of information respecting

the needs of the city and the appropriate means for satisfy-

ing these needs ; and a part of this fiind of ro'ormation they
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have rendered accessible to the general public, in their excel-

lent little work, " Practical Socialism." I shall quote at once

several passages from this book ; and these will serve as the

central thoughts about which I shall group my brief remarks.

" The social reformer must go alongside the Christian mis-

sionary, if he be not himself the Christian missionary."—
Page 195.

"The one satisfactory method of social reform is that

which tends to make more common the good things which

wealth has gained for the few. The nationalization of lux-

ury must be the object of social reform."— Page 65.

" The conversion of sinners,— at any rate, while the sin-

ners are sought chiefly among the poor, — the emigration

of children, the spread of thrift and temperance among the

work people, will still leave families occupying single rooms,

and the sons of men the joyless slaves of work,— a state of

society for which no defence can be made."— Page 65.

" Societies which absorb much wealth, and which relieve

their subscribers of their responsibility, are failing ; it re-

mains only to adopt the principle of the education act, of

the poor law, and of other socialistic legislation, and call on

society to do what societies fail to do. There is much which

may be urged in favor of such a course. It is only society

— or, to use the title by which society expresses itself in

towns, it is only town councils {i.e. city councils)— which

can cover all the ground, and see that each locality gets equal

treatment. It is by common action that a healthy spirit

becomes common ; and the tone of pubUc opinion may be

more healthy when the town council engages in good doing

than when good doing is the monopoly of individuals or of

societies. If nations have been ennobled by wars undertaken

against an enemy, towns may be ennobled by work under-

taken against the evils ofpoverty."— Page 66.
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"Some way must be found which, without pauperizing,

without affecting the spirit of energy and independence, shall

give to the inhabitants of our great towns the surroundings

which will increase joy and develop life."— Page 6 7.

" The first practical work is to rouse the town councils to

the sense of their powers ; to make them feel that their

reason of being is not political, but social ; that their duty

is not to protect the pockets of the rich, but to save the

people. The care of the people is the care of the com-

munity, and not of any philanthropic section."— Page 72.

"The people, not politics, must be our cr\-," says Mr.

Bamett.

".\s a rule, it may be laid down that the voluntary work

is most effective when it is in connection with official work."

— Page 73.

I have finished my quotations, and I have no apology to

make for their length. They are worthy of the most carefiil

study.

WHAT .4KE THE NEEDS OF THE CITY?

I. First of all, I would mention this need,— a profoimd

revival of religion ; not in any narrow or technical sense,

but, in the broadest, largest, fiillest sense, a great religious

awakening which shall shake things, going down into the

depths of men's lives and modif}"ing their character. The

city needs religion, and without religion the salvation of

the city is impossible.

All successfiil workers among the masses say we need

religion, and j'et this is— almost invariably, I think—
accomjtanied by a protest. I join this protest. You re-

member words which I have read to you from the book,

"Practicable Socialism": "The conversion of sinners— at
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any rate, while the sinners are sought chiefly among the poor

—will still leave families occupying single rooms, and the sons

of men the joyless slaves of work,— a state of society for

which no defence can be made." I ask your attention, also,

to these words, taken from Mr. Brace's " Dangerous Classes

of New York "
:

" In religious communities, such as the

English and American, there is too great a confidence in

technical religious means. 'The mistake we refer to is a too

great use of, or confidence in, the old technical methods,

such as distributing tracts, and holding prayer-meetings, and

scattering Bibles. The neglected and ruffian classes . . .

are in no way affected directly by such influences as these."

You all know Mr. Brace, the head and heart of that mag-

nificent movement in New York represented by the Chil-

dren's Aid Society, and you all know how religious his

work is.

You will get a hint of what is wanted in my first quotation

from Mr. Barnett, " The social reformer must go alongside

the Christian missionary, if he be not himself the Christian

missionary."

You may read of a remarkable religious awakening in the

fifteenth and sixteenth centuries, under the influence of which,

great leaders were unable to separate religion and politics.

It is this kind of a religious awakening which our modern

city needs.

What must be the direction of this religious reform ? It

must infuse a religious spirit into every department of politi-

cal life, and, with Canon Fremantle, recognize the nation

itself as the truest development of the Church, and " the

attempt to establish the political and social relations ou a

religious basis " as " the most divine work given to man."

'

1 "The World as the Subject of Redemption," page 208.
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2. This leads me to remark that the second great need of

the city— which is the first need re-stated from a different

point of view— is a renaissance of nationalism, or, if you

will, to narrow it down to our present theme, municipal-

ism. Government is the God-given agency through which we

must work. To many, I am aware, this is not a welcome

word ; but it is a true word. We may twist and turn as

long as we please, but we are bound to come back to a

recognition of this truth. Societies have failed. Societies,

particularly as organized in city councils or city govern-

ments,— to adopt what is, with us, the more comprehen-

sive designation,— must recognize the work we want done

as the concern of the community, and must themselves do

it. The most successful work, says Barnett, after his long

striving, is done by the Education Act, the Poor Law, and

other socialistic legislation. That that is the most success-

ful work is also illustrated by the life and career of the sev-

enth Earl of Shaftesbury, who carried through Parliament

legislation which has benefited millions of Englishmen. If

simply by touching a person you could confer a distinct

benefit on the person touched, it would take you twenty

years to benefit as many people as have been benefited by

legislation chiefly due to this great philanthropist. Also the

experience of Elberfeld, Berlin, and other German towns so

celebrated for the administration of charity, confirms what

is here said. Their success is due to private co-operation

with official work. " If nations have been ennobled by wars

undertaken against an enemy, towns may be ennobled by

work undertaken against the evils of poverty."

Societies have failed, and will fail. They cannot, acting

simply as societies, do the work. Their resources are inade-

quate, the territory they can cover is too small, and their

power is insufficient. The Evangelical Alliance, simply as
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such, can never do the work. The Evangelical Alliance,

like other societies, must put itself behind municipal gov-

ernment, and recognize the reform and elevation of muni-

cipal government as one of the chief features of its work.

It must strive to establish among us true cities of God.

There is plenty of room for the individual, and for indi-

vidual activity. Not all the work can be done by govern-

ment, although without government very little can be

accompUshed. But in addition to strictly private work,

there is room for any amount of individual work in stimu-

lating official work and in co-operation with official work.

We must recognize this ; and the sooner we recognize it,

the better. This doctrine was long resisted in the matter

of popular education, but now its recognition in this depart-

ment of life is universal. In all the world's history we have

never had anything like universal education, save when and

where government has furnished it. How long and ardu-

ously have people with us (and more arduously and still

longer in England) tried with private means to educate the

people, and how ineffectually ! But when your Horace Mann
comes forward, and convinces the people that "voluntary

work is most effective when it is in connection with official

work," then, indeed, the people's cause moves forward. We
need to-day in our cities new men to arise and to preach

this doctrine with the apostolic zeal of Horace Mann. Not

more private schools are needed, but the better maintenance

of such as exist, and otherwise the use of private means to

stimulate public endeavor. This is, I am happy to say, being

done to some extent. As I understand it, this is what the

trustees of the Peabody and Slater Funds are most wisely

trying to do.

It takes a great effort, and persistent, unflagging zeal, to

keep alive a few industrial schools like those which Mr.
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Brace has established in New York. He has my admiration,

for his great work ; but I camiot help asking the question,

If a Uttle more energy had been used in stimulating public

authorities and co-operating with them, would not greater

things have been accompUshed? Shameful, incredibly dis-

gracefiil, as it may be to the authorities of New York City,

fourteen thousand children in that city were this fall turned

from the doors of the public schools because there was not

room for them. Now, with two hundred children to a school,

it would take seventy private schools to educate these chil-

dren ; whereas the energy and zeal necessary to support ten

such schools, expended in enlightening the public and stim-

ulating the conscience of the municipal authorities, would

have rendered this criminal record an impossibility.

Mr. Jacob A. Riis has written an article on the tenement

house population of New York, which appeared in Scribner's

Magazine for December, 1889. It is called, " How the Other

Half Lives," and is a noteworthy article. One passage in it

shows the ineffectiveness of private work dissociated from

official work or inadequately supported by legislation and

administration. It is as follows :
" The ten-cent lodging

houses more than counterbalance the good done by the free

reading room, lectures, and all other agencies of reform.

Such lodging houses have caused more destitution, more

beggary and crime, than any other agency I know of" Mr.

Riis quotes this from one of the justices on the Police Court

bench. Now, these lodging houses can never in the world

be abolished by private effort. Insufficient as it has been,

pubUc authority, I beheve, has already done more to improve

the dwellings of the poor than all private agencies combined.

But we want a co-operation of both. "The first practical

work is to rouse the town councils to the sense of their

powers ; to make them feel that their duty is not to pro-"
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tect the pockets of the rich [by reducing taxes and turning

children away from public schools, as in New York], but to

save the people." And " the care of the people is the care

of the community, and not of any philanthropic section."

Time is short, and things, even at the risk of misunder-

standing, must be passed over briefly.

We need, then, two things,— religion and nationalism.

Put these together, and we have religious nationalism. But

is this not Christian socialism ? Yes, it is, in a certain sense

;

and I rejoice in the growth here in Boston, I may say frankly,

of nationalism and Christian socialism. It is not that I

accept all the principles of those who support these move-

ments. I must, with equal frankness, say that I can only

go part way with them ; for I think they go too far. I do

think, however,— and I do not hesitate to say that I think,

— that to-day they are the leaven which is needed in Ameri-

can society ; and as I fear nothing from those doctrines of

theirs which strike me as extreme, I rejoice in their activity.

Christian socialism— if you will take it in my conservative

sense— is what I think we need ; that is, religion coupled

with true nationalism.

An objection may be raised here, on account of the poor

character of our government of cities. Of course our gov-

ernments are poor. Why should they not be? \^'e have

done everything to make them so. We have been taught to

turn away from government for the accomplishment of busi-

ness purposes and for social improvement. We have been

trying to reduce government to a contemptible insignificance,

and, in many cases, have succeeded in reducing it to con-

temptible impotence. Lest men should do some wrong thing,

we have made it impossible for them to do any good thing.

We have succeeded in turning the energy and talent of the

community, for the most part, away from public life, and
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diverted the great bulk of talent and energy into private

life. We have reaped the legitimate fruits that might have

been expected— one is tempted to say, which have been

deserved.

Government never, in the world's history, has been made

good government by the application of the maxim, " That

is the best government that governs least." It never will

be made good by reducing it to insignificance. It is, as

a matter of fact, the opposite policy which has made good

government, whenever and wherever good government has

existed.

You have read about the cathedral-building, foiir, five, and

six hundred years ago. How could our ancestors in those

times, in some respects so rude, accomplish such matchless

mar\^els in cathedral-building? Simply by putting their souls

into the work. Similarly, when we put some portion of our

intellectual and spiritual resources into the duties of govern-

ment, recognizing the nation as church, we shall have good

government.

We are considering the needs of the city. But this means

an increasing proportion of the population ; and on the whole,

I think we may rejoice that it does mean an ever-iucreasing

proftortion of the population. The statistics of the increasing

urban fKjpulation throughout the civilized world have often

been presented. We all know that one hundred years ago a

thirtieth of the population of our countrv- lived in cities, that

now one-fourth lives in cities, and that presently half of our

jMjpulation wiU be urban. This movement is inevitable. It

is not due, as some think, in any considerable degree to the

inclinations and desires of the people, but it is due to an

economic force which is weU-nigh as irresistible as the move-

ments of the tide. Let us cherish no Utopian schemes of

turning people back to the rural districts. Every new good
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road, every new canal, every new railway, every new inven-

tion, every economic improvement,— in short, nearly all

industrial progress, — centralizes the population in cities.

It is, on the whole, good, because man finds his welfare in

association with his fellows : by nature, as Aristotle says, he

is a social being; and city life makes a higher degree of

association possible. This means progress of all kinds, if

we are but equal to the increasing strains city life puts upon

our civilization.

But what do we want for this increasing urban population ?

Let us again come back to this question. Bamett states our

problem in these words :
" Some way must be found which,

without pauperizing, without affecting the spirit of energy

and independence, shall give to the inhabitants of our great

towns the surroundings which will increase joy and develop

life."

Some one may here interpose this objection, " I thought

we were talking about religious reform?" So we are. But

do you notice these words, " Increase joy and develop life " ?

What is all sin but lack of life ? Do you remember the words

of Christ,— how he said he came to bring us life ; how, in

one place, he said he came that we might have life, and have

it more abundantly; and how he constantly spoke of his

highest, all-inclusive gift as " life eternal " ? Yes, we are

speaking about religious reform, and all reform must become

religious reform. You remember these words of an Italian

statesman, " Every political question is becoming a social

question, and every social question a religious question."

Tract distribution and revivals, in the narrow sense, are not

enough : environment must be changed. All social and sta-

tistical science teaches this ; and every rational man practi-

cally acknowledges it in his own conduct, especially when

his own family is concerned. It is only in theoretical dis-
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putation that any one will deny it. Read Mr. Brace's book,

and see its tremendous importance ; see how a change of

environment saved all except four out of two thousand chil-

dren and young persons, the vast majority of whom were,

in their old environment, inevitably doomed to perdition.

Listen carefully to these words, ^litten by Mr. Brace him-

self :
" Few girls can grow up to maturitj' in such dens as

exist in the first, sixth, eleventh, and seventeenth wards and

be virtuous ; few boys can have such places as homes, and not

be thieves and vagabonds. In such places t)"phus and chol-

era will always be rife, and the death rate will reach its most

terrible maximum. While the poorest population dwell in

these cellars and crowded attics, neither Sunday-schools nor

churches nor charities can accomplish a thorough reform."

Read the results of the investigations of the ablest statis-

ticians about regularly recurring crime and wrongdoing, and

ask yourself. How can all this be changed except through

changed emironment ? This changed environment must pre-

cede or accompanj'— or, at any rate, closely foUow— exhor-

tation and other individual treatment.

We are told that the nationalization of luxur)' is required

;

let us say again, if you will, the municipalization of luxury.

Luxury is here used in a good sense, as equivalent of means

of abundance of life, Uke hbraries, museums, and art gal-

leries.

Let us go into details regarding the needs of the city

;

and here, on account of the time-limit, I- must confine my-

self to remarks which vtSl be but a littie more than the enu-

meration of items. You may place in connection with each

item, "Church Work." If I say education, then I point out

work for the church, and consequentiy for the E\^angelical

Alliance,— a work in bringing about the best education,

and infiising into it the right spirit.
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ENUMERATION OF THINGS NEEDED BY THE CITY.

1. Let me first mention the means of education, which

should be liberally provided, and which should, for the most

part, be gratuitously offered. I do not speak simply of

schools of the lower grades, but of schools of all grades,

and of much besides schools. I would thus broaden the

way to success, and utilize all talent in the community.

With these schools I would establish a sifting process, so

that only the more gifted should advance to higher grades.

Such a scheme has already been working in New York state

for some time. There are state scholarships, entitling the

recipients to free tuition in Cornell University, and one of

them is offered for competition, in each assembly district,

each year. There are thus over five hundred all told. It

may be that the ideal thing is a public educational system,

comprising all grades of school up to, and inclusive of, the

university. That I will not discuss. It seems, however, that

in a state like Massachusetts, the proper course is, by means

of such scholarships, to connect the public schools with your

academies, colleges, and universities, institutions like Am-
herst College, Clark and Harvard Universities, which are

private foundations. I think a beginning has already been

made in the Massachusetts Institute of Technology. But

public education does not begin early enough for the needs

of the city. The majority of children in cities are under

bad home influences, and free kindergartens should be a part

of the school system. It is all very well to talk about the

work of the family, but what about the majority of children

in large cities, for whom no wholesome family life exists ? I

have sometimes feared that my good friend Dr. Dike favored

reactionary elements, in not taking into account sufficiently

the actual situation. Industrial training ought to be made
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important everywhere, and I note with satisfaction the prog-

ress it is making in Boston. Mr. Brace speaks of indus-

trial schools as the best agency for reforming the worst class

of children in cities ; and the experience of the Elmira Re-

formatory in New York shows that a majority, even of )'omig

convicted criminals, can be reformed by it, when coupled

with good discipline. We find that many criminals and

paupers are uneducated, and untrained in any trade. The
apprenticeship sj-stem is antiquated, and city dwellings furnish

no opportunity for girls to learn womanly occupations. Prep-

aration for hfe must, for all, come fi-om the school ; for the

many, it is the only place whence it can come.

But our educational system should not cease to provide

for people when they leave school. Education ought to end

only with life. This brings me to mention such educational

facUities as free hbraries, free reading rooms, within con-

venient distance of ever\- part of the city— perhaps, in many

cases, attached to schooUiouses, and open after school hours.

Universit^'-extension lectures ought to be provided ; and

Mr. Dewe)', of New York, has been working on some large

plans for extension lectures to be connected with the pubhc

schools of New York state, and to be conducted under the

auspices of the Board of Regents. Private undertakings

hke Chautauqua could well supplement whatever pubhc

authority does.

Schoolhouses should be better utilized as gathering places

for clubs, debating societies, and all bodies of men who

would give guarantee of proper behavior. Open in the

evening, they would help to counteract the baleful influ-

ences of the saloon.'

Art galleries and museums— which may multiply the value

' See Bamett, pages 70 and 71.
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of pictures and other enjoyable articles a hundredfold, by

rendering them accessible to all— may be mentioned under

this general head ; and in my opinion they ought all to be

open on Sunday. I do not believe in leaving a free field to

the devil every seventh day.

It goes without the saying that religious education is an

important part of all education and that the church should

become more active than ever, and become to a greater

extent than at present, a real people's church. Church build-

ings also are not as fully utilized as they might be.

2. As a second item and one closely connected, I mention

play-grounds, parade grounds, play-rooms and gymnasiums.

I would include universal military drill for boys and young

men.

Experienced educators will tell you what a remarkable

agency physical drill is for the cultivation of good morals

;

half of the wrong-doings of young rascals in cities is due to

the fact that they have no innocent outlet for their animal

spirits.

3. The third item is free pubUc baths and public wash-

houses, like those which in Glasgow have proved so successful.'

4. The fourth item is public gardens and parks and good

open-air music.

5. Very important in all large cities is an improvement of

artisans' dwellings, and the housing of the poor generally.

All those who work among the poor speak about the great

obstacle to reform and improvement found in rent. Mr.

Barnett speaks of it as absorbing a large proportion of the

earnings of artisans, namely, the fourth of a regular income

(pages 68 and 70), and Mr. Brace (page 223) speaks of it

' See Shaw's " Municipal Socialism" in jfuridical Revirw, January,

1880.
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repeatedly. A lady working in connection with the Charity

organization of Baltimore spoke of it thus a few days since in

conversation :
" Rent, oh that is the dreadful thing ! the rent

of the poor just goes on increasiag all the time. So do their

appetites, but these have to wait while the rent has to be paid !

"

I cannot speak of the many things which can be done and

which are being done to improve the housing of the poorer

urban classes. One of the most promising reforms, it seems

to me, is to obey the law and assess all imimproved city land

up to its fuU value, the very last dollar of its \-alue, and then

exempt all new dwellings torn taxation for a period of five

years. A somewhat similar plan appears to have produced

excellent results in "^^errna. Of course, this alone is not

sufi&cient.

6. My sixth item is complete municipalization of markets

and slaughter hguses, rendering food inspection easier and

more thorough.

7. The seventh item is organized medical reUef, render-

ing medical attendance and medicines accessible to the poor

without a sacrifice of self-respect and independence. Inter-

esting details may be read in Bamett's book.— I think the

Johns Hopkins Hospital in Baltimore is likely to contribute

something to the solution of this problem.

8. Poor relief ought to be better organized, almshouses

should be workhouses and workhouses should be industrial

schools. We may consider in this coimection an extension

of public and private pensions, and I was glad recently to

notice remarks on this subject by President Ehot of Har\-ard

University. Any one may witness in Germany the beneficial

effects ofan extensive pension system. It is a great economy

of resources, as smaller salaries are sufficient under a pension

svstem ; it diminishes poverty and pauperism, and thus re-

lieves the public treasuries. It prevents anxiety, anJ checks
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the greed begotten of uncertainty. An extension of the

principle of insurance is desirable for similar reasons.

9. The ninth item is improved sanitary legislation and

administration. Great strides have already been made in this

direction, but probably the urban death-rate among children

of the poor, under five years of age, could still be reduced

one-half

10. The next item is a better regulation of the liquor traf-

fic where its suppression is impossible. I think something

better than high Ucense is practicable, and I have worked

out a system, which I have called modified prohibition, and

I must be allowed on account of lack of time to refer you

to my treatment of this subject in my book :
" Taxation in

American States and Cities." I would include local option

in wards and full payment for every privilege to sell intoxi-

cating beverages. To limit the number of saloons, as in

Boston, Pittsburgh and elsewhere, and then to give licenses

for a fixed sura, is a crying injustice to all who are refiised

licenses. Such licenses should be sold at auction.

But temperance reform ought to include positive measures,

as well as negative, and how effective positive measures are,

Mr. Brace's book amply demonstrates. The use of town

halls and schoolrooms for political and other gatherings in

England, has proved a good temperance measure. Do not

simply drive out the saloon ; replace it.

11. Municipal savings banks. Such institutions have pro-

duced most gratifying results in many German cities. De-

posits should be invested in city bonds, and other good

securities. The investment in city bonds would tend to

give depositors a realizing sense of what they have at stake

in municipal government.

1 See Barnett, pages 68-70.
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12. Ownership and management by the city of natural

monopolies of a local character, like electric lights, gas

works, street-car lines, docks, etc. Read Dr. Shaw on the

excellent results accomplished elsewhere, notably in Glasgow,

by this poUcy.

I will not enumerate further items in this connection.

I have already said that the individual force and energy of

citizens should be used to inaugurate and carry out these

reforms. I would utihze in a higher degree than heretofore

the help of women. Police matrons have done something

for one class of our urban population in several American

cities, and in Glasgow lady health inspectors have proved

an efficient adjunct to the health department. Lady mem-
bers of school boards have done good service in several

cities.

We should also have private associations of women to

insist on the enforcement of law. Something has been done

in NewYork by " The Ladies' Health Protective Association,"

which aims to secure enforcement of sanitary legislation and

to insist on a proper street-cleaning senice. We ought also

to have in every city ladies' pubUc educational associations,

to stimulate the educational authorities and to see that the

last letter of the law is obeyed ; in New York, for instance,

see that schoolhouses are provided for all children and that

the compulsory educational law is enforced.

We should also have business men's associations, clergy-

men's associations, and the like, all to help to make the Ufe

of public servants who neglect their duty a burden to them.

RESOURCES FOR THESE REFORMS.

Whence shall come the resources for these reforms? I

have already given the answer. A moderate and conserva-
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tive nationalism will provide resources. It is simply neces-

sary to utilize public resources. Comptroller Myers of New
York recently said that he could pay all the expenses of the

city government from dock rents, miscellaneous receipts,

and the annual value of street-car and other similar fran-

chises. Berlin pays over fifteen per cent, of its expenses

from the profits of gas works ; Richmond, Va., when I last

looked at the report, about seven per cent. We have also

electric lighting as a source of revenue. Then we have

plans, which I have elsewhere described, for securing a por-

tion of the increment in value of city real estate for the pub-

lic, and that without depriving any one of his property rights.

Inheritances, and particularly collateral inheritances, may be

taxed, and intestate collateral inheritances might be even

aboUshed. Resources for every needed reform can be found

in abundance whenever any honest search is made for them.

We have yet no adequate idea of the public resources of a

great city.

As I began with quotations from Mr. Bamett, so I will

close with a quotation from one of his essays. It is this

:

" I can conceive a great change in the condition of the peo-

ple, worked out in our own generation without any revolution

or break with the past. With wages at their present rate,

I can yet imagine the houses made strong and healthy,

education and public baths made free, and the possibility of

investing in land made easy. I can imagine that, without

increase of their private wealth, the poor might have in Ubra-

ries, music halls, and flower gardens, that on which wealth

is spent. I can imagine the youth of the nation made strong

by means of fresh air and the doctor's care, the aged made

restful by means of honorable pensions. I can imagine the

church as the people's church, its buildings, the halls where

they are taught by their chosen leaders, the meeting places
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where they learn the secret of union and brotherly love, the

houses of prayer, where, in the presence of the Best, they lift

themselves into the higher life of duty and devotion to right

AU this I can imagine because it is practicable."
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NATURAL MONOPOLIES AND LOCAL
TAXATION.

An Address delivered befxjre the Boston MEECHAin^'
Association, ]as. 8, 1889.

Gentlemen of the Boston Merchants Association and their

Friends :

THE general subject for consideration this evening has

been announced as "Combinations and Competition,"

and a large subject it is. The subject itself savors of monop-
oly; for it is often said of a monopolist, "He wants the

earth." I think that is what the Boston Merchants' Asso-

ciation wants ! Surely, industrially speaking, " combinations

and competition include the whole earth " ; and after we have

finished this evening, no economic or social topic will be left

for discussion at a banquet to be held elsewhere, or at any

future banquet to be held in Boston ! Such remorseless

monopolists are we ! We have, so far as political economy
is concerned, grasped the entire earth, perhaps the entire

universe ! Speaking seriously, the topic assigned to me,
" Natural Monopolies and Local Taxation," although only

one aspect of our subject, is so large that I must necessarily

leave much unsaid which is essential to a full comprehension

of the position I take on these matters ; and I wish you to

regard my address rather as suggestive than exhaustive. I

give you an outline sketch, and I beg you to trust that if

filled in, it would be satisfactorily done. I shall try to speak

plainly, and so as to avoid any reasonable groimd for mis-

understanding—except for those malignant natures who want
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to misunderstand, and I am very sure that none such are

present this evening.

One word more by way of introduction. I say I shall

speak plainly. There may be those here who would lose by

reform in municipal Ufe. Every reform hurts large numbers,

and among them many good people. But what are we to

do? To stand still and do nothing is impossible. As a

political economist it is my duty to find out what will bene-

fit the people as a whole ; to " hew to the line, let the chips

fall where they may."

I notice everybody seems willing to discuss fairly every

abuse except that particular one on which he fattens at the

expense of the public. Thus the president of an electric

lighting company does not want to hear municipal pubUc

works discussed, but is quite willing to Usten to disquisitions

on the iniquity of protective tariffs. I have a concrete in-

stance in mind. The protected manufacturer is willing to

be shown that pubUc electric lights and gas works are better

than private enterprise, but would rather not hear too much
about free trade. Now, the truth is that the only way to do

is, in every instance, to look aside from private interests and

to endeavor to ascertain what is for the public good, asstu-ed

that in this way we shall all, in the long run, fare best. This

is what I seek to do ; and I try not to spare myself. In fact,

as a member of the Maryland Tax Commission, I have

made recommendations in regard to taxation in Baltimore

and Maryland which would treble my own taxes. I say

frankly I am one of those not paying their fair share of

taxes. So electric lights and gas works must be considered

from the standpoint of public welfare : we have no right to

tax the many for the sake of the few.

I appear before you as an advocate of monopoly in certain

quarters of the industrial field ; as one, then, who rejoices



NATURAL MONOPOUES. 253

in the progress which, in these quarters, monopoly is making,

and as one who would gladly see this progress accelerated.

But I oppose private monopoUes. ^\Tiat I favor is the man-

agement of certain monopolies by public authorities, and in

the interests of the public.

MonopoUes are Ae field for public activity : competitive

pursuits are the field forprivate activity.

It is thus that I draw the line ; and it is, as I hold, clearly

and sharply drawn. It is curious to notice the rapid springs

which some economists are making in these da3's of combi-

nations. Some of them, iadeed, are performing somersaults

in a maimer worthy of professional acrobats. Among econ-

omists I find myself surrounded by socialists ; and the most

thorough-going socialists were but yesterday extreme indi-

\'idualists, who told us that the free play of natural forces as

seen in universal competition was beneficent. The length to

which people went in favor of competition, at all times and

in all places, is illustrated by the attitude of some members

of the municipal councU of Augusta, Ga., a few years ago.

The question arose whether a charter should be granted to

a new gas company ; and when it was urged that it would

bring about no reduction in prices, and accomplish no useful

purpose, they still wanted to give the charter, simply for the

ardor with which they loved the principle of competition.

Fortunately, however, they were convinced that attempted

competition would do positive harm, and wiser counsels pre-

vailed. I say I find myself surrounded by socialists when I

am among economists. By that I mean I find myself among

those who approve of all combinations and trusts ; and it is,

of course, only necessar}* for combinations to go forward, to

bring us to pure socialism. Every socialist knows this, and

rejoices in trusts. Take up Laurence Gronlund's " Danton

in the French Revolution," and j'ou will find this idea clearly
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brought out. Take up the last number of the New Haven
Workmen's Advocate, and you will find combinations spoken

of as an encouraging sign of the times. These are words

from an editorial :
" Centralization (i.e. in business) is more

and more recognized as necessary for order and economy.

Progress in this." One of the ablest political economists in

the country told me, a few days since, that, in conversation

with a socialist, this socialist said :
" Every time I hear of

a new trust, I feel like throwing up my hat and shouting

' hurrah !
'
" And the political economist added :

" If I were

a socialist, I would say to our industrial leaders, ' Keep right

on, gentlemen. You are realizing for me my dreams. It is

now only necessary for me to fold my hands.' " Socialism

means a universal trust. Centralize all business in a trust,

and then it is only necessary to put a representative of the

people in control to have socialism, pure and simple. Now,

all this I oppose ; therefore I see myself becoming in pubUc

opinion— so far as pubUc opinion deigns to take" any notice

of me— more conservative with every day, although I have

not changed. A few years ago I was regarded as a radical

— of course I always claimed that I was a conservative
;

but I fear that if this change in my fellow-economists con-

tinues, in a few years more I shall be called an old fogy.

There can be no doubt, gentlemen, that people have been

staggered by the industrial phenomena of the past few years,

and many do not know what to think about the fundamental

principles of our social order. This was illustrated, in a

manner both amusing and— I think I may say— pathetic,

in Baltimore a couple of years since. It was a great blow

to our people to see the Baltimore and Ohio Telegraph swal-

lowed up by the Western Union. Its officers had been pro-

testing vigorously, year in and year out, in season and out

of season, that such a thing would never happen. But the
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Baltimoreans had scarcely recovered from that shock when

they received another blow, in the consolidation of the gas

companies, which likewise had assured us that they never

would do that wicked thing— assured us most solemnly.

And among those who gave us these assurances were solid

business men and most respectable church members. There

are two causes for the confiision of thought and perplexity

of the public mind.

1. Most people have looked upon the form of society

which we see all about us as something natural and un-

changeable. Now, the truth is, that our social and indus-

trial order is but of yesterday, and those things most famiUar

to us were entirely unknown to our forefathers a hundred

years ago. I coiild give hundreds of illustrations. Free

labor over our entire country, the free sale and purchase of

land,— that did not exist everywhere, even in Massachu-

setts, two hundred years ago, and in many other parts of the

world it is not a century old,— the banking business,— one

hundred years ago there were but three banks in the coun-

try,— free competition as a fundamental principle : all these

are new. So also telegraphs, telephones, railroads, street-

car lines, great manufacturing corporations, etc., etc. Even

great public debts, and taxation itself as we know i',, are

scarce two hundred years old. I do not mean that taxes

did not exist in earlier ages ; but they were, in important

particulars, different from modem taxation. It is not, there-

fore, incorrect to speak of modem taxation as a new thing.

A stationary condition of society is something the world has

never seen. The law is, either progress or decline— never

a stationary condition. We make a mistake in supposing

our present industrial forms final.

2. We have failed to discriminate between different kinds

of industries. It has been recognized that competition is in
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many places a good thing and has accomplished marvels. The

conclusion is drawn that it must everywhere and at all times

be a good thing. But this is a great mistake. It is not

everywhere possible, and an attempt to apply it in quarters

where it is not possible results only in disaster. We observe

these phenomena : While competition is increasing in inten-

sity in some parts of the economicfield it is decreasing steadily

in others ; and as thepressure ofcompetition steadily increases,

an ever-increasing number withdraw themselves from its

influence.

Competition is a good thing where it is possible, but there

are certain pursuits which are monopolies in their own nature.

They are liable to injury by industrial war, but they are not

controlled by competition. Let me explain what I mean.

Industrial war is one thing, industrial competition is another.

Industrial war is a fierce assault of one enterprise on another.

Industrial competition is a steady pressure, compelling those

under its influence to render valuable service for valuable re-

turns. Industrial war seeks to destroy an enemy and always

has in view a cessation of hostilities on some terms. Conse-

quently for a time services are rendered at a loss. Struggles

between natural monopolies are warlike.

The time is too short to allow me to describe natural monop-

oHes and to show why certain pursuits must be monopolies.

That I have done elsewhere. I will simply enumerate the

more important natural monopolies— gas supply, water sup-

ply and electric lighting, street railroads of all kinds, steam

railroads, telegraphs, telephones, all public roads, the express

business. These businesses never can be conducted except

as monopolies, and any phenomena which appear like com-

petition are temporary and illusory. The gas business serves

well as an illustration. I suppose competition has been tried

over a thousand times, very likely two thousand times, and it
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never has yet been permanent, and it can be demonstrated,

almost mathematically, that it never can be permanent. It is

easy to explain a thing after it happened, but it is often said to

be the test of the correctness of a scientific theory to predict

that a thing will happen. Now, during the gas war in Balti-

more, while we were receiving gas for fifty cents a thousand, I

told my classes repeatedly that it could not last many years,

and that all the agreements of the companies not to consoli-

date, of whatever nature they might be, like all laws and

constitutions forbidding consolidation, were not worth the

paper on which they were written. In the same way, on

strictly scientific principles, when nobody in Baltimore be-

lieved it, I predicted the consolidation of the Baltimore and

Ohio Telegraph and the Western Union, and even ventured

to print my prediction. I was wiUing to stake my reputa-

tion as a political economist on its accuracy. Well, you all

know what happened.

So now I am ready to predict that in most places we shall

witness a consolidation of private electric lighting and gas

companies in a few years. Indeed, this has already begun.

Certain monopolies are local in their nature,— e.g. street

cars, electric lights, gas supply, water supply,— and for these I

favor the principle of municipal self-help, as opposed to the

perpetual interference with private corporations which render

these services.

There are two principles, one of which must be violated in

these matters. One is the "keep-out" principle; the other

is the "let-alone " principle. The keep-out principle means

that government should not perform industrial functions. The

let-alone principle means that government should let private

parties manage their own business in their own way. Now I

beheve in this let-alone principle. Its violation brings about

an intermingling of private and public interests which is most
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demoralizing, and which is to-day the chiefcause ofcorruption

in pubHc life. The keep-out principle can be violated with

greater safety. I say then that cities should pursue a poUcy

looking to the ultimate ownership and management of all local

monopolies. In other words, for these pursuits I favor the

principle of co-operation, for that is what governmental in-

dustrial enterprises mean. The people T-t together and

accomplish certain results. Let us call this form of activity

co-operative self-help. Of course you all know that all gov-

ernment enterprise is frequently condemned as paternalism,

but those who designate it thus have failed to grasp the fun-

damental idea of modem democracy and have never become

true Americans. We see lingering on in the minds of these

timid people European traditions. When the Czar of Russia

Is graciously pleased to construct a railroad for his people,

you may call that beneficent paternalism ; but when the peo-

ple of an American town meet together and resolve that

rather than be dependent on a private corporation for hght,

they will, in their organic capacity, construct their own elec-

tric lighting or gas works, this is a noble form of co-operative

self-help. The arguments on the subject of natural monop-

olies bring this out clearly. Those who favor private under-

takings do so because they accuse the people ofincompetence.

I have in mind the introduction of water works in a certain

village where the enterprise was most successfully inaugurated,

and where it has been admirably managed ever since by the

village authorities. It was opposed by some citizens on the

ground that the people collectively were too dishonest and

inefficient in managing their own affairs. The arguments,

when analyzed, all insulted the character of the citizens of

this village. Now that the water works have been introduced

by the village for a good deal less than any private corpora-

tion would have charged, and now that the annual charges
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for use of water are only about forty per cent, as much as pri-

vate corporations usually charge under similar circumstances,

I call this a triumph of the principle of municipal self-help.

The system of public ownership of natural monopolies

relies on self-help. It gives continuous opportunity for self-

help, and calls out energy and self-reUance. If publicly

owned water works or gas works are not well managed, an

opportunity exists for citizens to correct mismanagement by
^

working together for a better and purer administration. If

the works are private property, self-help is out of the ques-

tion, and apathy and indifference are the results which can

be observed readily in our cities. Under the system of pri-

vate ownership, the only help is childish complaints and

humble supplication to corporations, as when the farmers of

a Maryland county, where toU roads owned by private cor-

porations are found, paraded through the country with

banners inscribed :
" No improvements, no tolls," and the

like. Complaints are ineffectual, and toll roads privately

owned are poor— far poorer than your publicly owned roads

in New England.* By the way, in the South toll roads pre-

vail, and in the North free public roads. Has any one ever

observed that the poor southern roads have developed energy

and self-reliance in the South, or that your far better public

roads have weakened the New England character? On the

contrary, your roads are a proof of your capacity for self-

help.

HOW THIS IS CONNECTED WITH TAXATION.

This is most intimately connected with local taxation.

One of two methods may be pursued, i. These monopo-

1 1 am told that the toll roads of Kentucky are good, but as might

naturally be expected, this fact renders the public administration of
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lies may be worked for a profit, and by profit taxes may be

reduced; or, 2. Charges may be reduced, and increased

general prosperity will furnish a more plentiful source of

taxes and thus allow a reduction of the tax rate. Enormous

waste is thereby obviated. Baltimore again furnishes an

illustration with which I must content myself, although 1

could give a thousand. I suppose we have had six or seven

attempts at competition in gas supply. Our streets are fiili

of gas mains. Now all these different plants must be paid

for, and every time a consolidation takes place fixed charges

and capital stock have both been increased. The result is

that it does not now appear to be a very profitable business

for our private company to supply gas at 1 1.25 a thousand,

the rate fixed by the legislature, although it can be made and

sold at a profit for 37 cents. I say it can be done, because

it is done in the city of Philadelphia, parties supplying the

city with gas at that figure.
^

IT WORKS WELL IN EXPERIENCE.

Some of you may whisper to yourselves " theory." But I

do not confine myself to theory. Natural monopoUes owned

and controlled by cities always work well, and you may
search the world over for an exception. This is one of the

few rules without exception. You may mention Philadelphia's

gas works to me as a proof to the contrary, but Philadelphia

roads in that commonwealth weak and ineffective. People have learned

to rely on private corporations instead of doing things for themselves.

1 Philadelphia owns its own gas works, but the demand for gas

increasing rapidly, the city contracted with a private corporation to

furnish a certain amount of gas, delivered in the cit)' receivers, for 37

cents a thousand ; of course it costs considerably more to deliver it to

consumers, but there is reason to believe that the private corporation
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I regard as a proof of the excellence of the practice I com-

mend. A\'here municipal gas works have been worse man-

aged than anywhere else, the citizens have fared better than

we have in Baltimore or than the citizens in New York under

private works, and it is the best citizens of Philadelphia who

insisted that the gas works should remain city property when

the gas trust expired a few years ago. In other words, the

worst instance of municipal works has proved better than ordi-

nary pri\'ate works, and probably less demoralizing politically.

Other instances of gas works owned and operated*success-

fully by the city are Richmond, Va., Alexandria, Va., and

WTieeling, ^^'est Mrginia, where the city is suppl}Tng gas at

90 cents a thousand and making profits which go to reduce

taxes. The experience with electric hght is still more

striking. Bay Citr\-, Mich., Lewiston, Me., Madison, Ind.,

and Dunkirk, N.Y., are supplying electric Ughts of 2000 can-

dle-power each, I beheve, for about 13 cents a night, where-

as cities are paying private corporations from 40 cents to 65

cents. Sixty-five cents is. I believe, your rate in Boston;

just five times as much. I wrote some time since to the

mayor of Dunkirk, N.Y., to find out how they were succeed-

ing with this experiment,— not that I had any doubt as to

the matter, for I hold that cities are always more success-

ful in supplying themselves with electric lights or gas

than in hiring this service of private corporations, and that

their success is due to economic laws closely resembling

laws of nature. Here is the letter of the mayor, which

is accompanied with a detailed statement of cost :
—

makes a large profit on its contract. This is water gas. The coal gas

manufoctored by the city itself cost somewhat less than $\ a. thousand,

delivered to consnmers. The citi.' charges §1.50, and the balance is profit.

The cost to the city is too high, but it has been reduced over twenty-five

per cent, within a few years, and the management is rapidly improving.

Mach coold be written on this topic were not space too limited.
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"Mayor's Office,

" Professor R. T. Ely

:

Dunkirk, N.Y., Dec. i, 1888.

" The cost of each arc light per night running all night and every

night is 13^ cents. Enclosed I send you a detailed statement

of same. The capacity of the arc light is 2000 candle power and

they are fifty-five in number. The system is the Western Electric

of Chicago, and we claim we are having better results than they

are having at Erie or Buffalo.^ We are greatly pleased with our

system. Our plant complete cost $11,025.31. This includes two

Rice engines of fifty horse-power each, two dynamos of thirty-five

arc lighfs each, and all the necessary apparatus. The length of

the line is about eleven miles. In order to make sufficient room

for the plant in the water-works building, an addition was made

at an expense of $1630.50, making the total cost of plant and

building $13,338.71. You are aware our city owns and operates

its water plant, and the great saving comes from the city's owning

and operating both plants. No extra labor is required but a

lineman, for whose services we pay $45 per month. The same

engineers, fireman, and superintendent operate both plants, and

the same boiler power is used. I saw the superintendent this

morning after the receipt of your letter, and he assures me the

cost per night can be reduced below 13^ cents. ^ If I can be of

further service to you, please write me. Very truly yours,

" William Bookstaver,

Mayor."

The superintendent's report gives the details.

Private parties cannot render the service so cheaply, as I

know from a friend engaged in the business. There are

many reasons why cities can render this service more cheaply,

into which I cannot enter at this moment. I hear it said

here in Boston that a reason urged for paying the outrageous

1 Where a private corporation operating the same system receives

45 cents.

' I saw the mayor in August, 1889, and he told me that the cost had then

been reduced to ten cents. Naturally he was enthusiastic over the results.
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price which you do, viz. 65 cents per arc light per night, is

the large territorial extent of your cit\'. This is not vaUd.

If your city covers a larger area than a city like Dunkirk,

N.Y., or Lewiston, !^Ie., the number of lights increases in

proportion, and the cost per light ought -not to be greater.

Dn the contrary, it ought to be smaller, because a business

Ske electric lighting is much more efEcientiy and cheaply

managed on a large scale than on a small scale. The same

jnen can manage a large plant as well as a small one, and

Jhere is a considerable saving in salaries. But Eigain we have

experience to fall back upon. The city of Chicago, 111., has

introduced a plant and furnishes electric Ughts along the

river front. There has been some extra expense on account

of burial of wires,— and, by the way, there never is any diffi-

culty in burning electric- wires owned and operated b)' gov-

ernment, either here or elsewhere,— but the cost per arc

light of 2000 candle-power is reported as about 15 cents a

night, Ughts burning all night, and this includes the interest

on the investment. The city is greatly pleased, and it is

proposed to extend the plant during the present year. In

addition to the cities named, I have found electric lighting

plants owned and operated by the following cities, viz.

:

Painesville, Portsmouth, and Xenia, Ohio ; Champaign,

.\urora, Paris, and Decatur, 111. ; Easton, Pa. ; YpsUanti

and Grand Ledge, Mich. ; Huntington and Michigan City,

Ind. ; Topeka, Kas. ; Litde Rock, Ark. ; Lyons, Iowa ; Han-

nibal, Mo. The mayor of Easton, Hon. Charles F. Chidsey,

writes me : " The Ught gives our people great satisfaction,"

and this is like the testimony of people everywhere where

the city owns and operates an electric lighting plant."^

1 Since that time sereral cities have voted to introduce municipal

ownetship of an electric lighting plant, and the subject is being invest!

gated in several others.
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It can scarcely be too much to say that where it has been

tried municipal ownership and management of electric lights

are enthusiastically praised. I have made inquiries in every

city which I knew owned and operated an electric lighting

plant, and I have not received one reply unfavorable to the

system. In five cities, viz. Bay City, Mich., Painesville, Ohio,

Huntington, Ind., Lewiston, Me., and Aurora, 111., the aver-

age cost per light per night under the private system was 45.1

cents, whereas under the public system it is only 13.9 cents.'

This extension of the sphere of government I do not

regard as something to be regretted. On the contrary, I

welcome it. It will, by its variety, make our entire social

life richer and fuller. I regard these proposals as the

strongest bulwark against socialism. It will bring about a

reformation of our pohtical Hfe. The door to civil service

reform is industrial reform. We all agree that municipal

public life is not what it should be, even if its badness is

often exaggerated. But what are the causes ?

The usual explanations fail to go below the surface. Uni-

versal suffrage is alleged to be the cause, and it is said that

the poor vote away the property of the rich. The facts do

^ The following note is supplied by Mr. Robert J. Finley, one of my
graduate students :

—
The movement for municipal ownership and operation of electric

lighting plant thus far has been confined principally to the smaller

cities, although the larger cities, as Chicago, are beginning to recog-

nize that the element of size is not a bar to their entrance upon the

same course. Reports from twenty-five cities which own and operate

their own electric lighting plants show that in each individual case the

plan has worked satisfactorily. The mayor of Little Rock, Ark., writes :

" Our light is eminently successful and manifestly popular. Our citizens

would never consent to do without it, though it was established amid

the formidable opposition of the gas company and its numerous and

powerful friends," This extract gives a fair presentation of the satis-
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not tally with the theory. I have looked into this matter

with care, and I think I have had some facilities for so doing.

I know of no American city which is not controlled by wealth.

The truth is this : unscruptihms wealth uses incious poverty

as a tool; not that all wealth is unscrupulous, nor all poverty

vicious. One c\\s, which I will not mention by name, serves

as an illustration. In the council recently there were two

street-car presidents and ten liquor-dealers. Of course I do

not mean by this that all street-car presidents are bad men.

Let us see.

We have our choice between direct management of nat-

ural monopoUes and delegated management with control,

and the common law requires at least regulation. Now when

you attempt to control a man who renders pubUc service

faction with which municipal electric lights are regarded by those cities

which have undertaken for themselves the operation of these works.

Definite information received from twenty of these cities regarding the

net cost of light per night for each arc light, is presented here :—
Aurora, 111 15.3 cents.

Bangor, Me 13. "

Bay Citj-, Mich 16.

Champaign, DL 12.3

Chicago, 111 15. "

Decatur, HI 13.7 '•

Dunkirk, X.Y 13.5

Easton, Pa. 27.3 '•

Little Rock, Ark 13. cents.

Lewiston, Me 14.

Lyons, Iowa S.2 "

Madison, Ind 16. "

Ihlichigan Cit\', Ind.. . . 12. "

Painesxille, Ohio . . . . 10.6 "

Paris, lU 10.4 "

Portsmouth, Ohio 10. "

Grand Ledge, Mich... 1.8 "
| Topeka. Kas 20.

Huntington, Ind 13.7 " | Ypsilanti, Mich 11.2

Average cost per night 13.4 cents.

It is seen that, of these twenty cities, seven are able to fiimish their

own electric light at a cost of 12 cents or under for each arc light of

2000 candle-power per night, eleven at a cost of between 12 and 16

cents per night, and two at a cost of above 16 cents. The low net

cost in Lyons, Iowa, and in Grand Ledge, Mich., is due to the fact
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you create antagonism and diversity of interests. Those

who supply these services attempt to escape control or to

shape the regulation of their industries for private ends.

Sometimes, on the other hand, unscrupulous politicians

attempt to abuse the power of control and regulation, to

oppress corporations so as to be bought off. An instance

that these cities own and operate commercial wires, from which they

derive a profit.

The full significance of these statistics is revealed when a compari-

son is made between the cost of the same light under private and

municipal control. Fortunately, a comparison can be made, as five

of these cities, previous to assuming control of their own works, were

supplied with light by private companies. The cost of each arc light

per night under both systems of control is given here in tabular form :
—

Private. City.

Bay City, Mich 27.5 cents. 16. cents.

Painesville, Ohio 19.7 " 10.6 "

Huntington, Ind 39. " 13.7 "

Levriston, Me 50. " 14. "

Aurora, 111 89.5 " 15.3 "

Average per night 45.1 cents. 13.9 cents.

To make these statistics accurate, it should be stated that in Lew-

iston, under private control, the lights burned only half the night.

It is seen from these figures that in five cities the minimum saving

which follows the change from private to public ownership and man-

agement of electric lighting plants was nearly one-half, and the maxi-

mum saving nearly five-sixths, of the former charge.

Nor is the cost per light in these instances of private control cited,

exceptional. Returns from seventy-five cities which are supplied with

light by private corporations gives 42 cents as the average cost per

light, or only 3 cents less than the average cost under private con-

trol for the five cities mentioned. The commonly accepted belief that

municipalities cannot operate their own electric lighting plants and

other works of a similar nature so economically as can private enter-

prise is shown by these examples to have no foundation whatever in

practice.
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like this occurred in Maryland, and a polirician received, I

am told, $10,000 a year not to take a certain course.* Thus

in one way or another are corporations of a monopolistic

nature forced into politics. This is the real source of political

corruption. This is the real explanation of an unscrupulous

lobby, which steals bills from Senate files and buys directly

and indirectl)' legislators and sometimes bu)rs judges, but

oftener controls their appointment. WTien the management

of natural monopolies is direct, we have, on the other hand,

a harmony of public and private interests, an awakened

public spirit, an intensified municipal self-consciousness, if \

may use the expression. A field is thus furnished for talent

in the service of the, cit), and ovu- colleges and universities

are fiill of young men eager for honorable pubUc service.

If they are given only a Utde encouragement they will pre-

pare themselves thoroughly. I have noticed these effects

fix)m public works. I have noticed the disastrous effects

described from private works. Compare Jamestown, X.Y.,

with Fredonia, N.Y., the former with private water works,

the latter with public works ; or Lockport, N.Y., with Dun-

kirk, N.Y., the former with private electric lighting works,

and the latter with public electric lighting works ; and you

will observe those phenomena which I have described. You

win find in Lockport, N.Y., the rich and influential people

resisting the mayor's attempt at reform because they derive

a profit from things as they are ; and this, I will venture to

sa)-, is the cause of indifference of many influential people

to proposed political reforms. This is what I find when I

study politics in the concrete. I have in mind a good fiiend

of mine in Baltimore who is in the electric Ughting busi-

1 1 have been told, on good authority, that a single political assess-

ment on one gas company in Xew York Cit\- during the Tweed regime,

was $100,000 ! Was that compziny in or out of politics?
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ness. This friend is a most excellent gentleman, a good

Christian, who tries to do his duty, but is it not asking too

much of human nature to expect him to take an active

interest in the reformation of municipal politics ? If we had

the right kind of a city government, we certainly would not

pay fifty cents a night for each electric light.

The mayor of Bay City, Mich., writes me that the rich

and influential people were in numerous instances arrayed

against the reform which has proved so beneficial. Their

interests as stockholders were arrayed against their inter-

ests as citizens. A member of the municipal council of

Paris, 111., as quoted by Mr. Whipple in his pamphlet on

" Municipal Lighting," uses these words :
" Many reasons

pro and con were advanced before our plant was purchased.

First, that it would have a tendency to purify city politics,

as these light companies are generally composed of sharp,

shrewd men. Their stock is distributed where it will do the

most good in making city contracts, sometimes aldermen,

and even mayors being interested.' It was observed also

the company took a special interest in city elections. Men
who never seemed to care who was made legislator, con-

gressman, governor, or president, would shell out their

money, go into the wards and voting precincts, and spend

their time and money to elect a man who had no credit or

standing in the community he lived in. It was a common
thing for councilmen to burn free gas, sprinkle his street

and lawn with free water, or such that the city was paying

for. There was a constant issue of this kind. Politics cut

no figure. The question was :
' Are you for the light com-

pany?'"

1 It was found that when electric lighting was introduced in North-

ampton, Mass., " All the city government from the mayor down were

holders of stock in the electric lighting company."
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There is scarcely a prominent politician of the corrupt

"spoils" system in the land, who is not opposed to owner-

ship and management of natural monopolies by nation, state,

or city. The shrewd ones among them see that b\' render-

ing government of real ^-ital concern to all, and of concern

which aU could perceive, it would necessarily break up the

spoils system. It would show the ordinar," artisans and

mechanics that poUtics mean something more than quarrels

about the distribution of offices.

Notice, once more, that I propose that industrial reform

should begin at home. I want to see strong, pure, local

governments developed among us. and they cannot be pure

unless they are strong. Industrialpower means, and alTi'ays

must mean, political power, and the impotence of our cities

is one cause of their badness. They are pitted against

unequal adversaries, ^^^len we have good local self-gov-

ernment, I beUeve we shaU be able to cope with questions

of state and federal poUtics.

Notice another advantage of the plan I have advocated.

I do not commit the entire nation at once to any line of

poUcy ; all that I ask is that it shaU be gi^en a fair trial.

One city, one village at a time can try it ; and I simply want

a sufBcient number of experiments to give us a fair trial.

If the plan does not work well, it can be easily given up.

The most suspicious thing about the attitude of opponents

of the plan is their dread of any actual experiments. They

are afraid of experience.

The temptations of the practice of the principles of dele-

gated agency in electric Ughts, etc., are simply irresistible.

If men were angels, it might be satisfactor}', not otherwise.

Public works wifl always be in poUtics, and that is the reason

why gas companies and electric Ughting companies so often

have politicians for presidents, and when not for presidents,
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for attorneys. They must understand how to manage poli-

ticians. I could give you any number of instances. The

manager of the electric lighting company in Baltimore is

also president of a strong poUtical club in the city, and the

president of our strongest street-car company is an ex-gov-

ernor. Recently, when an electric motor company wanted

an attorney, they employed a very shrewd 'politician, who

is a friend of mine. The city solicitor of Baltimore is also

attorney for a great railroad company. It is always thus,

and I have given the correct explanation. Public works

will always be in politics. The only question is whether it

shall be open and above board, or concealed. Philadelphia

furnishes a good illustration. The street cars are owned and

managed by city politicians, and are actively in poUtics.

The gas works are in politics, but they are manageable

because they are public. The former are immanageable,

and far more dangerous.

Again, the principle of delegated agency is bad, because

the agent becomes more powerful than the principal. Cor-

porations are stronger than our states and cities. There is

not a city in the Union strong enough to compel the burial

of electric wires, or the laying of properly grooved street car

rails, or the running of a sufficient number of street cars to

accommodate the public with seats at all hours ; not a city

or state in this Union strong enough to protect the citizens

against crossings of railroads at grade ; and in the study of

taxation I have yet to find a state or city which in taxation

can deal satisfactorily with this class of corporations.

I have calculated that by the apphcation of correct prin-

ciples in the treatment of natural monopolies, we could

have reduced taxes in Baltimore one-third, I suppose in

New York two-thirds, probably in Boston at least one-half.

This would enable us to carry out many reforms which
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insufBcient fimds render impracticable at present. Your
mayor tells us that he wants $2,000,000 more than he has.

I do not doubt for a moment that this sum could be ad\an-

tageously expended by Boston during the coming year. ^Miv

then squander money by the hundred thousand in gifts to

electric Ughting companies? ^Miy tax the poor to swell

their already enormous profits ? I see that the neighboring

city of Cambridge, Mass.. is too poor to do things which

need doing, yet it seems to be able to afford to throw money
away by the thousand, in making contracts with the electric

lighting company, pacing ^180 a j'ear for each arc light,

whereas it could supply itself for one-third that sum. It

is the old story,— ni^ardly appropriations for the pubUc

librar.', la%-ish appropriations to private corporations. That

is what makes American municipal government so expensive.

I wiU read you an extract fi-om a paper by a carerJ ob-

server, traveUing in England, who has attempted to get at

the secret of their good municipal governments. I refer to

Dr. Albert Shaw, of the ifinnea^jlis Tribune. The article

takes the form of an interview :
—

"THE MONOPOLIES OF SERVICE.

" ' I suppose Glasgow owns its gas and water?'

" ' Certainly ; and so ought every municipality. All the monoj>-

olies of service, such as gas, water, tiams, and the like, should

belong to the community, and experience has shown that they

can be administered with qoite as much freedom from assumption

as when they were left in the hands of private adventorers. The
great difficulty of municipal finance hitherto has been that it has

relied fer too much upon rates, and a rate is always an unpopular

means of raising money. If, on the other hand, the community

kept the monopoUes of service in its own hands, it would be able

tn many cases ultimately to raise a magnificent revenue without

laying on a rate at all.'
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" ' Then, on the whole, Mr. Shaw, you are satisfied with our

municipal institutions?

'

''More than satisfied— I am delighted; and I think the

experience of Glasgow is full of lessons for our new communities

that are springing up all over the United States.'

" ' What lessons do you deduce from it?'

'
'

' First, simplify your administration ; secondly, trust the peo-

ple ; thirdly, give the municipality plenty to do, so as to bring

the best men to the work ; fourthly, keep all the monopolies of

service in the hands of the municipality, regard the supply of gas

and water and the letting of the use of the streets to tramway

companies as very promising sources of revenue ; and lastly, use

the authority and the influence of the municipality in order to

secure for the poorest advantages in the shape of cheap trams,

healthy and clean lodging, baths, washhouses, hospitals, read-

ing-rooms, etc., to such extent, at least, as in a given case pri-

vate enterprise shows itself inadequate to do what the welfare

of the community requires should be done. I say this with no

ardent bias toward socialism, and with due regard for the finan-

cial aspects of these questions.' " ^

But time fails me, and I must stop abruptly, without show-

ing how natural monopolies are connected with trusts. I

hold that in so far as they are dangerous, trusts and com-

binations are largely the fruit of our system of private owner-

ship of natural monopolies, but I cannot elaborate the idea.

What I want, in conclusion, is to separate sharply the

sphere of private industry from the sphere of public industry,

and I hold that in so doing I am keeping close to old

Anglo-Saxon and American traditions. I contend for free

' It has been urged against municipal ownership of gas works and

other similar works that only few people use gas, electricity, etc. It is

said that every one uses water; therefore a municipality may properly

furnish water. This argument is so shallow that it ought scarcely to be

necessary to reply to it. We cannot separate in this way the interests
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and individual development, for individual initiative and

responsibility accompanying beneficent collective activity;

I contend for this, on the one hand, against proletarian

socialists; on the other, against aristocratic socialists. I

contend for old American traditions of self-help in matters

of government as elsewhere, for self-direction and self-de-

termination, and against paternalism and oppression, whether

proceeding from government, as in other ages, or, as in our

own times, from private corporations.

of social classes, ^^^lateve^ will confer a benefit on all consumers of

gas, dectriclK, and like services, wiE benefit the entire community. A
good turnpike may benefit a man who never travels on it more than

some people who walk over it every day. Such a case is easily con-

ceivable. Sloreover, everybody paj-s for gas, electric lights, telephone

and telegraph services and the like, because the charges for them are a

part of the cost of doing business, and we all pay our share, even those

of us who live in rural districts, in the prices of articles which we

purchase.
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THE TELEGRAPH MONOPOLY.

Reprinted from The North American Review of JtXT, 1889, by

Permission.

THERE was something ludicrous in the surprise and

consternation expressed by the general public when
it became known that the Western Union Telegraph Com-
pany had acquired the lines of the Baltimore and Ohio.

It was manifestly a hard, and at the time it seemed almost a

shattering, blow to those who worship the idol of " private

competition" as a sufficient power to save us from all in-

dustrial evils. Yet nothing was more groimdless than the

expectation that the temporary competition between these

two powerftd rivals could have any other termination than

that which we have witnessed, for the telegraph business is,

in its ver\" nature, a monopoly. Experience and reason alike

teach that combination between rival telegraph lines can be

predicted almost with the certainty of a coming ecHpse.

Fift}- years ago a clear-headed merchant-prince of England

uttered this famous dictum :
'' AMiere combination is possible,

competition is impossible."

Two years ago Professor Henry C. Adams demonstrated,

in his monograph, " The Relation of the State to Industrial

Action," the impossibility of competition in a business like

the telegraph serv-ice, and in July, 1887, at Chautauqua, when

the telegraph officials were protesting that there was no

thought in their minds of combination, I used these words

in a public address, basing what I 'said, not upon any special
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knowledge of the affairs of the two great companies, but on

scientific principles :
—

" One telegraph company can send telegrams all over the

country cheaper than two ; hence the absorption of all com-

panies, save the Baltimore and Ohio, by the Western Union.*

It is so in the nature of things that I do not see how the

Baltimore and Ohio can permanently resist the economic

gravitation which draws it to its rival."

As it is of the first importance, in a discussion of the

telegraph question, to grasp the fact that monopoly is in-

evitable, it is well to give a little space to an interrogation

of past experience and of reason. First, it must be noticed

that, while telegraph lines exteild over the entire globe and

while this industry is forty years old, the world has yet to

see one single example of permanent successfiil competition.

Over thirty companies were chartered in England, but it was

never possible to secure more than temporary competition,

and the attempt to secure competition was finally abandoned

as impracticable and unsatisfactory. There were over fifty

companies in the United States in 1851, but the most im-

portant consoKdated in the same year, and combination has

ever since been the end of attempted competition.

Of course, there must be some grounds in the nature of

things for this, and these are, in fact, sufficiently evident on

reflection. Telegraph companies always consolidate because

one company can do all the business much more cheaply

than two or more : consequently all derive a profit from

combination. The struggle or warfare which precedes this

is merely to determine the terms on which the two will unite.

Strictly speaking, it is not competition at all, for competition

' I left out of consideration, as not worthy of special notice, certain

minor attempts at competition.
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is not a war of extinction, but a constattt, permanent pres-

sure. WTiy do not all the great dr)'-goods houses in New
York combine? ^\'hy did not the late A. T. Stewart con-

solidate his business with that of Lord & Taylor and of

Arnold & Constable? Because it was not to their mani-

fest advantage ; but it is always in the interest of natural

monopoUes to unite.

Mr. Fanar, in his work, " The State in its Relation to

Trade," gives the following characteristics of natural mo-
nopolies, which will help to render this clearer :

—
" First— What they supply is necessary.

"Second— They occupy peculiarly fevered spots or lines of

land.

"Third— The article or convenience they supply is used at

the place where and in connection with the plant or machinery

by which it is supplied,

^'Fourth— This article or convenience can, in general, be

largely, if not indefinitely, increased without proportionate in-

crease in plant and capital.

"Fifth— Certainty and harmonious arrangement, which can

only be attained by unity, are paramoimt considerations."

We see, then, that there is a certain class of pursuits for

which there is no escape from monopoly. Without attempt-

ing an enumeration of them, I wiU remark that gas and

water works are local monopolies, and are for a municipality

what telegraphs are for a nation ; and the good people of

Baltimore had scarcely recovered from the shock which the

absorption of the Baltimore and Ohio Telegraph caused

them before they were again startied by the consolidation

of their two gas companies and an increase of 200 per cent

in price. Had they understood the fundamental principles

of industrial science, they would not have allowed their

streets to be torn up time and time again in their fruitiess
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attempts to grasp such a Utopia as competition in the gas

supply.

We consequently see that we have a choice between two

alternatives, and there is no middle ground between them.

These are {a) private monopoly and {b) public monopoly

;

and the desirability of each will be considered in the order

named.

Private monopolies are contrary aUke to the spirit of

English law and American institutions, and must be pro-

nounced odious. There is no place for them among a

liberty-loving people, and the attempt to reconcile us to

them is as difficult as to fit a square pin into a round hole.

One thing has been decided beyond all doubt : private

monopoUes cannot be left unregulated and ur/ jntroUed.

The attempt to do that has been definitely abandoned in

the United States ; but it cannot be said that regulation and

control have worked satisfactorily. Regulation and control

mean interference of government in private affairs— a bad

thing, complicating government and opening the flood-gates

of corruption. Private monopolies are, at this moment, the

cause of that perpetual interference of the government which

we witness all about us, and are the most fruitfiil cause of

corruption in public life ; incomparably more so than the

government management and ownership of public business.

To deny this seems to me simply a confession of profound

ignorance of what is passing about us and among us daily.

A bill is brought into the legislature to regulate the price of

gas supplied by a private company, and this at once brings

about a conflict between the public interest and a powerfiil

private interest. It involves, in its very nature, a strong and

often irresistible temptation to bribery and corruption, and

that in two ways. On the one hand, monopolies attempt to

prevent unjust legislation b^ abundant use of money, and.
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indirectly, by the bestowal of special favors and privileges,

such as passes on railways,^ opportunities to buy stock or

presents of stock, freight rebates, telegraph franks given to

members of Congress, and so forth. On the other hand,

unscrapulous legislators bring in bills attacking corporations,

purposely to be bought off, so that otherwise upright men
are almost forced to use money improperly to protect them-

selves and those whom they represent. Between the two

currents pohtical Ufe becomes demoralized, as is well known,

and the chief cause is the private monopoly. Corruption

inheres in its very nature, in its very essence. It is a bad

thing and must remain such. Wh}' dwell on this? Does

not one of the most powerfiil, and in some respects one of

the most admirable, corporations of the United States main-

tain, as a regular part of its business, a corruption bureau to

manipulate and purchase legislatures? Do not street-car

and gas companies perpetually interfere in poUtics ? Is there

not a prominent cit)' in our West in which both Republican

and Democratic members of the council are nominated by a

private street-car company? Do not lobbies, supported by

corporations, steal bills from House and Senate files ? After

a bill regulating the price of gas had been stolen from the

Senate files in Maryland, was it not necessary for Governor

Jackson to go to the State House and watch a new bill pass

with his own eyes and sign it then and there, lest it should

be stolen?

The public monopoly is at any rate the lesser of the two

evils. Doubtless that is not an ideal thing; doubtless we

shall not for a long time find perfection. What we want is

simplification in public business, and this is promoted every

1 Even newspaper editors receive free passes and are escpected to

render valuable services in editorial articles therefor.



282 PROBLEMS OF TO-DAY.

time a private monopoly is abolished by the substitution of

a public monopoly. How simple the post-ofifice business !

How few opportunities, comparatively, it offers for fraud

!

How complex, how intricate, how passing ordinary under-

standing, the relations between our governments and our

railway corporations !

It is on account of these reasons that I desire government

monopoly of the telegraph business, and I will at once state

why it is desirable that a government should purchase exist-

ing lines rather than compete with other lines, in particular

with the Western Union.

First, the competition by the government with existing lines

would increase the expense of the telegraph service, and would

thus occasion a loss which would be by no means counter-

balanced by the fact that lines could be constructed more

cheaply than purchased. The private companies would make

a fight for business between great centres, and would take

away some of the most profitable business, while they would

leave all the poor business for the government lines. This

would necessitate higher rates than would be requisite under

a public monopoly. Why can government carry a letter three

thousand miles for two cents ? Because it has a monopoly.

Again, any private company would certainly resort to corrupt

measures either to ward off government competition or to

moderate it. Can any one fail to see the hand of private

express companies in many of our post-office laws and regula-

tions ? Why does our Federal Government send newspapers

for publishers for a cent a pound and require sixteen cents

a pound for merchandise? Why does it add to excessive

charges for that business which competes with express com-

panies, annoying and absurd regulations ? Such things are

unknown where powerful express companies do not exist.

Competition between government enterprise and private
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enterprise has been tried in the railway business in Germany
and elsewhere, but has not been satisfactory, and has gener-

ally been abandoned.

Some cry " paternalism " when government telegraphy is

mentioned. This word " paternalism " has become a prize

bogey with which to frighten the unthinking. The state is

not something above us, doing something for us. It is one

kind of co-operation. It shows greater self-reliance to pro-

vide a telegraph service for ourselves than to say at " we
are so dishonest and inefficient in government methods that

we dare not trust ourselves. WUl not some rich men kindly

provide us with a good telegraph system, and please give us

cheap rates ? " It has always seemed to me that those

who caU government enterprise " paternalism " have never

become real Americans. It is beginning to be seen that

such designation is unscientific. The English economist,

Professor Sidgwick, of Cambridge, styles public enterprises,

like the telegraph and municipal gas works, an extension of

the principle of individualism, and not socialism at aU.

It is, however, urged that public ownership of telegraphs

is a step towards socialism. Why does not government

bake bread for us as well as send telegrams? Questions

like this are asked. Manifestly the two functions are not

analogous. The one is a natural monopoly ; the other not.

The tendency to absorb natural monopolies shows no ten-

dency to absorb aU business.

We live in a time of expanding industry, and government

business has grown, as has all other business ; but there is

no cause for alarm. While there has been an absolute

growth in government business, such statistics as we have

tend to show that, as compared with the amount of private

business, there has been a relative decrease.

Another false alarm has been raised by the cry " central-
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ization." The truth is, we are apparently living in a time of

relative decentralization. During the last sixty years in Ohio,

the expenses of the local political units, such as county, city,

school district, have increased far more than twice as rapidly

as those of the state ; and investigation in the countries of

Europe, as well as in the American States, shows very gener-

ally that during the past thirty or forty years local expenses

have increased twice as rapidly as those of the central state

governments. Now, as expenses are a tolerably fair measure

of functions, we can safely say that local business increases

faster than central state business ; and that we live in a time

when government is not extending its business as rapidly as

private persons, and when the business of central govern-

ments is not increasing so rapidly as the business of local

governments.

One other objection is increased political " patronage."

In itself, " patronage " for members of legislatures is not a

good thing, but in the purchase of the telegraph, rather than

in attempted control of it, the removal of opportunities for

fraud and oppression and the simplification of government

business would more than counterbalance the evils of in-

creased patronage. Secondly, patronage can be remedied

by better civil service rules, and the very increase in the civil

service staff would strengthen existing civil service rules,

and would force the importance of civil service reform upon

the attention of the country. Thirdly, the telegraph busi-

ness would be combined with the post-office business, and

as in many offices the same man could attend to both, there

would not be so large an increase in government employees

as one would at first imagine. The number of presidential

appointments would increase only slightly, and the number

of post-offices brought under the civil service rules as they

exist even now would be increased, because many more
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oflSces would have the necessary number of employees.

Fourthly, as the business of government increases, there is,

in modem times, a constant tendency to improvement, and

this tendency is so marked that few exceptions to it can be

adduced. WTiy was ci\Tl service reform introduced into the

United States ? Precisely on account of the growing impor-

tance of government business, and on this very account civil

service regulations were introduced in Philadelphia.'

One reason why our government has been so poor is the

indifference of upright men of intelligence and means ; but

this tends to disappear as they realize the importance of

government. ^Mien government really amounts to some-

thing, it offers a career to men of talent. On all these

accounts there has been a remarkable improvement in the

art of government throughout the civilized world during

the past twenty years. I believe no assertion is safer than

the prediction that the purchase of telegraph lines would

improve our civil service immediately, and soon lead to

measures which would diminish the " patronage " of elected

oflSce-holders, such as senators, representatives. President.

I think also that the wire-pullers appreciate this. There is

not one of the worse class of " spoils " politicians who does

not oppose an extension of the business of government

The shrewdest of them miMt see that to make government

an important business agency will mean death to " practical

politics."

In conclusion, we must ask the testimony of experience,

and this in all countries where a government telegraph has

^ Another reason may be given for the expectation that the ptirchase

of the tel^raph would improve our civil service. A very large pro-

portion of post-office employees would be obliged to be telegraphers,

and this would raise the standard of qualifications and lessen the num

ber of qualified applicants.
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been tried is unanimous in favor of public telegraph service.

In none of these countries would the people even consider

the subject of replacing public telegraphs by private tele-

graphs, and everywhere the experience of the United States

is regarded as a warning against private telegraph companies.

England's experience is instructive. Private companies were

there tried until they proved to be intolerable ; then they

were purchased. Elsewhere in Europe the telegraph was

from the start a public institution, and this is the resvilt

:

while the estimated cost of telegraphs in all other states of

Europe is 282,000,000 francs, the estimated cost to England

of her telegraphs is 272,000,000 francs; in other words,

owing to unsuccessful attempts to secure a good private

telegraph system, England paid nearly as much for her tele-

graphs as all the other countries in Europe put together.

The following statistics show the increased facilities offered

the public and the resulting increase of business. In 1868

private lines connected about 1000 cities. In 1870 the tel-

egraph became a state institution ; in 1882 there were 5595
telegraph stations, and in 1888, 6810. The telegrams for-

warded in 1868 numbered six millions ; in 1882, 31,500,000;

in 1888, 53,403,425. It is said that technical improvements

have not recently been introduced in England, but this is

false. While American telegraphs are resisting improve-

ments, and, according to uncontradicted newspaper reports,

are buying important inventions of Edison and locking them
up lest they should benefit any one, the English telegraph

has made wonderful progress. In an address before the

British Association for the Advancement of Science, at the

meeting held in Bath, 1888, Mr. W. H. Preece, the best

authority in England on the subject, said : "The telegraphic

system of England has been brought to the highest pitch of

perfection." He mentions also the fact that AmericaD
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newspapers chronicled it as a " big thing " when 500,000

words were sent by our telegraphic system over the wires in

one night at the time of the last Republican Convention in

Chicago, when President Harrison was nominated ; whereas

the English telegraph sent 1,500,000 words from the central

telegraph office in London in one night, when !Mr. Gladstone

introduced his Home Rule Bill on April 8, 1886. More-

over, we can judge our telegraphic managers " out of their

own mouth." They declare themselves incompetent to

place their wires imderground, whereas of 1745 lines of

wire entering the central station in London not one is open,

and some wires extend underground for distances from

twelve to twenty-two miles from that office.

The government telegraphs of Europe have made rapid

strides in improvements, and much progress has been due to

the Joiinul Telegraphique, the organ of the international

union of government telegraphs. On the whole, in the way

of supplying conveniences, forming international combina-

tions, and in leading in cheap rates, government telegraphs

have done far more than private lines, and their service to-

day is for the ordinary private individual— one is almost

tempted to say— incomparably better. Quite as much
inducement for improvement is offered as in private teleg-

raphy ; in fact, even more. First, each state takes a pride

in establishing low rates, and so there is a kind of interna-

tional competition. Secondly, each man at the head of the

telegraph service wants to make a better showing than

others. The people call for low rates and bring pressure to

bear, and at the same time the administration dreads to apply

to the public treasury to make good a deficiency ; thus the

officials must be alert and active. The pubhc demand for

good and efficient service is more powerfiil with a public

telegraph than with a private company.
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The experience of both England and the United States

shows that a few great centres are tolerably well served by

private companies, but other places miserably. A few years

ago I wanted to send a telegram of importance from Rich-

mond, Va., early on Monday morning, but the telegraph

office was locked until seven o'clock in the morning. This

could have happened, I believe, in no city of seventy-five

thousand inhabitants in Western Europe. During the sum-

mer of 1887 I sent a telegram from Baltimore to Fredonia,

in New York State (about forty miles from Buffalo) , on Sat-

urday ; on Sunday I sent a second— both of great impor-

tance ; and on Sunday, receiving no answer to either, started

for Fredonia, to arrive on the same day on which the tele-

grams came— namely, Monday. That could scarcely have

happened in any country in Western Europe ; and it is to be

noticed that post-offices with us offer better facilities than

telegraph offices ; for even in small places they are open at

least once on Sunday, although there is less call for it. These

concrete illustrations are given because they are merely typi-

cal. As to poor quality of service, as seen in frequent mis-

takes, it is needless to speak. Every one knows that.

There has been an attempt to make it appear that prices

are low in this country, but this results either from ignorance

or from wilful intent to deceive. They are as high as they

profitably can be. It is ridiculous to compare the charge

for telegraphing a mile here and a mile in Europe, because

the cost of service is not greatly influenced by distance.

Some claim that it is not at all influenced thereby, while

others even maintain that, on an average, the actual outlay

for a domestic telegram to a remote part of the country is

less than to a nearer point. This is going too far, but with-

out entering into technical details, it can readily be seen on

reflection that a great part of the labor and expense of send-
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ing a domestic telegram is absolutely independent of distance;

This matter of distance is so subordinate that all European

comitries except Russia and Turkey neglect it altogether,

and have one uniform price for all domestic telegrams, as

for letters. The average price in the United States should

be compared with this. Let us place the average price in

the United States at fifty cents, and as it is so much more to

many distant points, it will be conceded that sufficient allow-

ance has been made for the legitimate added costs of long

distances and sparsely settled districts. If, then, this aver-

age charge, with due allowance for great distances, is fifty

cents for ten words in the United States, we have a basis for

comparison. «

England charges twelve cents for twelve words ; Germany,

twelve cents for ten words, a recent reduction of five cents

in the rate for ten words ; Belgium, nine cents for ten

words ; Italy, eighteen cents for fifteen words ; Switzer-

land ten cents for ten words. It will be percei\'ed that

the charges for telegrams are higher in the United States

than elsewhere. On the other hand, letters are actually

carried, and notwithstanding long distances our govern-

ment sends letters as cheaply as any countr)- and more

cheaply than some countries.

Many of these countries, it should be fiirther remembered,

derive a net revenue from the telegraph, which enables them

to lessen taxation by so much. The English telegraph has

not }ielded net revenue because the policy of England has

been to reduce rates and improve service rather than to seek

profits.^ It now about pays expenses ; and if the recent

^ During the summer of 1889 I travelled several thousand mfles in

Europe, and gave an account of^y observations in a series of papers

published in the Christian Union, entitled " Social Studies in Europe."

The following is an extract on the telegraphs of Europe :
—
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rapid increase of revenue continues, the English telegraph

will also soon yield net revenue to the public treasury.'

It has been urged that a private telegraph company is

responsible for errors, but business men say that this nomi-

nal legal responsibility is actually a farce. Moreover, gov-

ernment can, if it is desired, make itself responsible for

" As I visited and passed through city after city, I noticed that no

telegraph poles in any city, not even the smallest, disfigured the streets

and endangered the lives of the firemen while obstructing their work

with street wires. Here is a marked superiority over our cities, for

even in our greatest city, New York, telegraph poles still advertise to

all the world corporate domination among us. In Europe no difficulty

is found in burying wires, and otherwise getting them off the streets.

Wires run out of London for twenty miles and more underground, and

in Germany wires run underground for even hundreds of miles. We
can say to those who supply electric services of one kind and another

to us, ' Either you proclaim your own incompetency or you tell false-

hoods when you say that electric vrires cannot be buried.' Where elec-

tric services are rendered by government, no difficulty seems to be

experienced in removing wires from streets.

" My friends and 1 had several times occasion to use the telegraph,

which is everywhere except with us a branch of the post-office, and I

cannot refrain from expressing my admiration for the superiority and

cheapness of the European service. A man in any European country

would be set down as worthy a place in a lunatic asylum, I think, who

would want to turn over the telegraph service to private corporations.

England is satisfied with her costly experience with private corporations.

" Let us first take up charges. We all know the large pamphlet in

which the Western Union tariff is kept, and which must be consulted

by the operator each time before you know what your telegram is to

cost— for the tariff, as a whole, is kept secret, and you are not allowed

to see it. Contrast with this the English tariff, the whole of which is

printed on every blame. Here it is : ' Twelve words sixpence, every

1 It does not require the gift of prophecy to enable one to predict

that when that time comes, we will see far less than we do at present

about the financial results of the English telegraph service.
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errors. On the continent of Europe the post-office pays

damages if a registered letter is lost.

Finally, a world telegraph union has been discussed, and

it would bring great advantage, as has the Universal Postal

Union ; but the chief obstacle in the way has been the pri-

vate telegraphs of the United States. If we, in this country,

additional word one halfpenny.' This is the whole. You write your

telegram, put on the postage stamp in the corner, paying for every word

in address and text, and that is all. As elsewhere in Europe, for

domestic telegrams distance is so small a matter in cost that it is neg-

lected, as with us for letters. Of course, for international telegrams

higher charges are made, because cables must be used, and receipts

must be divided between two or more countries. Those who say you

can send a telegram cheaper in the United States a thousand miles than

elsewhere presume on the ignorance of the American public. A thou-

sand-miles telegram in Europe is, of course, an international telegram,

and in many cases requires the use of submarine cables, and the

receipts must be divided between two or more countries. Yet the

assertion itself is not true. Some people among us who write on tele-

graphs are, curiously, several years behind the times in their informa-

tion about European services. If you enter an English telegraph office,

you may read this notice, dated March 28, 1889: 'Government

Cables.— Charges from Great Britain to Germany, Holland, Belgium,

and France, twopence a word, minimum (for a telegram) tenpence.'

One reason why the business can be done so cheaply is the economy

effected in combining it with the post-office. In most countries the

business yields a profit; but in Great Britain the aim has been to give

low charges rather than to strive for a profit; yet so entirely successful

is the system that recent reports indicate that shortly the government

telegraph service of Great Britain will yield a profit unless further

reductions are made. Of course it must be remembered that England

tried competition; that, by a familiar process, companies always con-

solidated, with increased capitalization, and that, as a result, the tele-

graph cost England nearly as much as it cost all the other countries of

Europe put together. The high interest charges on purchase money

are thus one of the results of admitting the principle of private busi-

ness into an unsuitable field. The increase in telegrams sent in Great
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buy the private lines and establish a pubKc service, a world

telegraph union will soon be formed, and that will be another

one of those bonds which unite nations and make for inter-

national peace.

Britain in 1888-89 was 8.5 per cent, over the previous year, and,

excluding interest on capital, the net returns to the government were

about half a million dollars. It must be remembered that to this we

ought to add what the government would pay out for telegraph services

for its own administration if the wires were private property, and we

shall find that quite a large profit accrued to the British government

in the last fiscal year from government ownership of telegraph lines.

The test of experience has decided the question for everybody in

England.

"But some other things must be noticed. In Baltimore 1 quite

often have occasion to visit a dingy and uncomfortable telegraph office

in a basement, and one must often have noticed how consumptive,

poorly cared for, underfed, and oppressed many of our telegraph

operators look. I noticed that in England the offices were high and

airy, that the operators, men and women, were fine-looking, well-

cared-for people, apparently well educated and intelligent, and always

polite and attentive. The quality of the service was excellent, tele-

grams being promptly sent and promptly delivered, and, were not space

too limited, I could give many interesting contrasts with our Western

Union service,"
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APPENDIX.

The following tables and extracts are taken from the

Report of the English Postmaster-General for the year

ended the 31st of March, 1889, and show the activity of the

telegraph department and the brilliant results achieved.

The deficit is obtained by adding to other expenses the

interest on the money paid for the plant. It should also

be remembered in addition to what has been said that Eng-

land has spent large sums in improving and extending the

telegraph plant which has been charged to expenditures,

although they are really investments of capital.

" The financial position of the Telegraph Service, which, since

the introduction of the reduced rate for Inland Telegrams, has

given rise to some anxiety, has shown a satisfactory improve-

ment in the past year, due to some extent, no doubt, to the gen-

eral revival of trade as well as to the increased facilities offered.

Excluding Foreign, Press, and Free telegrams, the returns show
a total number of 46,816,711 Inland Telegrams, being an increase

of 3,684,965 telegrams, or of 8.5 per cent, as compared with the

number for the preceding year. The average value was J.g2d.

as compared with 7.96^?. in 1887-88, giving an aggregate value

.£i.S4S'S92. as compared with ^1,431,266. A large and growing

amount of local business is conducted in London, and it would

seem that the wants of the metropolis can only be satisfied by
the transmission of nearly five million telegrams a year, an in-

crease of some II per cent, on the number for the preceding

year. The Foreign, Press, and Free telegrams occupy a consider-

able portion of the Telegraph System. Foreign telegrams num-
bered 4,828,228, showing an increase of 360,355. Press tele-

grams, which are received at exceptionally low rates, numbered

4,760,891, as compared with 4,609,308 for the previous year;

but the receipts under this head were ^41 1 less than those of

1887-88, owing probably to a diminution in the number of single
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messages, and to the growth of the practice of sending copies oi

the same telegram to several newspapers. Free telegrams, i.e.

Official telegrams sent on Her Majesty's Service and telegrams

relating to the business of various Railway Companies, figure at

1,359,516, as compared with 1,194,497 sent in 1887-88. A com-

parative statement relating to these three classes is given below.

Nature of Telegrams.
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"New Telegraph Offices have been opened at i8i Post Offices

and at 40 Railway Stations in the United Kingdom. The total

number of Telegraph Offices, which are also .Post Offices, was at

the end of the year 5410, and the total number of Telegraph

Offices at Railway Stations 1621, giving a total of 7031 Offices

at which Postal Telegraph business is transacted.

" The concessions held by the Submarine Telegraph Company
expired in January, but were extended to tlie 31st March, 1889.

It was evident from representations made in Parliament, and by

Chambers of Commerce and other bodies, tiiat a strong feeling

existed that the opportunity should be taken to establish between

England and the neighboring Continental States a direct sys-

tem of International Telegraphic communication, without the

intervention of a private Company; and the opinion of your

Lordships and myself was entirely in harmony with this feeling.

" Due notice was therefore given to the Company that this

country could not agree to the renewal of their concessions, and

negotiations were entered into with the German, French, Dutch,

and Belgian Governments. The various, and in some cases op-

posing, interests which had to be considered rendered these

negotiations both difficult and delicate ; but at length agree-

ments were made which provided for the direct transmission of

telegrams between the Telegraph Department of this country

and the Telegraph Administrations of the other countries con-

cerned, and admitted of a reduction in the charges for telegrams

to three of those countries, viz., France, Germany, and Holland.

" The Cables purchased from the Submarine Company jointly

by France and England were those between the following points

:

Calais and Dover, Boulogne and Folkestone, Dieppe and Beach)-

Head, Havre and Beachy Head, and Piron (near Coutances) and

Vieux Chateau (near St. Helier, Jersey). The cables between

Ostend and Ramsgate, and De la Panne (near Furnes) and

Dover were purchased from the Company jointly by Belgium and

England. The two cables to Holland and one of the cables to

Germany were already the property of this country; and the

German Union Company's cable to Germany was purchased by

the Gemun Government. The offices of the Submarine Com-
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pany in Throgmorton Avenue and at Dover, Ramsgate, East

Dean, and Jefsey had to be purchased by this Department, as

well as the cable ship " The Lady Carmichael " ; and 370 of the

staff of the Company were taken over by the Department.

"The capital amount expended by England was ;£67,l63, and

on the 1st April the new business was commenced with a uni-

form rate to France, Germany, Holland, and Belgium of 2d. per

word, with a minimum of lorf. for a message.''



TELEGRAMS.

Table showing the Total Number of Telegrams forwarded from

Telegraph Offices in England and Wales, Scotland, and
Ireland, in each Year since the transfer of the Telegraphs to

the State.
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